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Taxation Section 


Edited by J. A. L. GuNN, F.1.c.A. 


TAXATION DECISIONS OF THE BOARD OF REVIEW 


The following is a summary of decisions recently given by the Board of 
Review in matters of general interest. The sections referred to are those of 
the Commonwealth Income Tax Assessment Act, except where there is an 
indication to the contrary. 

Advertising Expenditure —Taxpayer, as part of its scheme of advertising, 
offered gifts in exchange for a certain number of wrappers of its goods. 
When complaints were made against this form of advertising the taxpayer 
and others co-operated in the publication of a booklet showing that “sales 
promotion” by that means was a legitimate form of advertising and beneficial 
to the public. 

Held, that the expenditure so incurred by the taxpayer was an allowable 
deduction: Section 51 (1). Associated Newspapers case (61 C.L.R. 337; 
5 A.T.D. 87) and Ward’s case (1923, A.C. 145) distinguished on the ground 
that the taxpayer’s expenditure was not incurred to bring about the elimination 
of a competitor or prevent the extinction of its own business. 

Alienation of Income—or Gift-—A and his brother B had heen in business 
as partners. After making a will by which he bequeathed his share in the 
business to A, B wrote to A expressing a wish that A should pay a yearly 
sum to each of their two sisters. A claimed that, to the extent of the pay- 
ments made by him to his sisters in accordance with B’s request, he was not 
entitled to the income derived from the business after B’s death. 

Held, that, there being no trust in favour of the sisters, the payments to 
them were made out of income derived by A, who was therefore assessable 
on the income so paid. 

Compensation for Military Occupation—In respect of the compulsory 
occupation by the military authorities of grazing land owned bv him taxpayer 
received, as compensation for damage or loss, a certain sum per week for the 
period of occupation. He claimed that such compensation took the place of 
income which would normally have been derived by him from grazing 
operations carried on by him on that land, and was therefore income from 
personal exertion. 

Held, that the amount of compensation was not “earnings” or the “proceeds 
of any business carried on by the taxpayer”; and further, that it was paid 
to him because of his ownership of the land, and was accordingly assessable 
as income from property. See Adelaide Fruit case (2 A.T.D. at p. 4). 

Expenses of Discharging Mortgage.— Taxpayer borrowed money on 
mortgage for use in the production of income. In order to procure the 
discharge of the mortgage more than two years before the date on which 
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repayment of the principal (£3,000) was due, the taxpayer paid £110 to the 
mortgagee—the sum paid being estimated as the lender’s probable loss of 
interest on the re-investment of the principal. This sum was claimed as a 
deduction under Section 51 (1). 

Held, that the payment in question did not produce assessable income, and 
was not paid for that purpose, and that, in any event, it was an outgoing of 
capital. See Arizona Copper Co. v. Smiles (3 T.C. 149). 

Partnership—Agreement to commence from antecedent date-—Taxpayer 
and his wife, in June, 1941, entered into a partnership agreement under which 
she became entitled, as from Ist July, 1940, to one-half of the income derived 
from a business carried on in his name. 

Held, that the taxpayer was assessable to tax on the whole of the income 
of the business for the period prior to the date of the partnership deed, and 
on one-half of same for the remaining period (less than one month). See 
Waddington v. O’Callaghan (16 T.C. 187). 

Private or Domestic Expenditure ——To enable her to obtain and continue 
in employment, it was necessary for taxpayer to engage a nurse to care for 
her young child during her absence from home. She claimed that the nurse’s 
wages were an expense incurred in earning her own salary, since it would 
not have been possible for her to accept the employment unless some such 
provision were made for her child. 

Held, that even if the nurse’s wages could be regarded as incurred in 
gaining the taxpayer’s assessable income, they were expenditure of a private 
or domestic nature. Deduction not allowed—Section 51 (1). 

Private Office—Upkeep of—Taxpayer’s income consisted of interest on 
loans and mortgages, director’s fees from two companies, and dividends from 
a considerable number of companies. He rented an office at which he inter- 
viewed persons associated with these sources of income, and also for the 
more convenient transaction of his affairs. A sum of £40, including rent of 
his office, accountant’s fees (for preparing his returns) and sundry expenses, 
was claimed as a deduction. 

Held, that the expenses did not represent losses or outgoings incurred in 
the production of his assessable income, and that even if the opposite view 
could be taken the expenditure was of a private nature. See Duke of Norfolk 
v. Lamarque (2 T.C. 579). Section 51 (1). 

Reasonable Remuneration.—The fact that a private company does not 
lodge an objection to the amounts which the Commissioner considers reason- 
able remuneration for its directors or shareholders does not prevent any 
such director or shareholder from lodging an objection and having his case 
determined on its merits. 

This decision, in effect, involves a reversal of opinions previously given by 
the Board on this point. See Cases 71 in Volume 6 and 49 in Volume 7. 

Rebates on Income Taxed Abroad.—Taxpayer received dividends (declared 
in sterling). Under British income tax provisions the companies concerned 
were entitled to deduct “the tax appropriate to the dividends.” Taxpayer 
claimed that he had paid that tax, and was therefore entitled to a rebate of 
Commonwealth income tax under Section 159. 

Held, that the claim could not be allowed as the amounts deducted were 
not “income tax paid by the taxpayer under the law of the United Kingdom.” 
See I.R. Commrs. v. Cull (22 T.C. at pp. 624 and 636). 

Removal Expenses—A firm of stock and station agents abandoned sale- 
yards which had become useless, and erected new yards on another site 
belonging to one of the partners. Portion of the cost of erection was paid 
by that partner and the balance by the firm. . 
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Held, that the expenditure. was an outgoing of capital, and therefore not 
allowable as a deduction in arriving at the income of the partnership. 

War Tax.—A died in August, 1941. Within the next three months, at 
the executor’s request, assessments of Federal and State income tax, in 
respect of A’s income of the year ended 30th June, 1941, were made and 
the amounts assessed duly paid. Subsequently (by Acts Nos. 69 and 70 of 
1941) Federal war tax was made applicable to income of the same year and, 
although the executor had previously been informed that payment of the 
ordinary tax “will satisfy the requirements of this department,” an assessment 
of war tax was made in February, 1942. 

Held— 


(1) that the war tax assessment and the ordinary income tax assessment 
of any taxpayer are separate and distinct ; 

(2) that neither an original nor an amended war tax assessment can be 
an amendment of the ordinary income tax assessment ; 

(3) that the war tax assessment made in February, 1942, was, therefore, 
not affected by Section 170 (3); and 

(4) that the war tax assessment was properly made, as the Commissioner 
was authorised and required by the Act to assess the full amount of 
tax. 


INTEREST ON MONEY BORROWED ON SECURITY OF INTEREST IN 
DecEASED EsTATE 


The taxpayer was, at all material times, the beneficial owner of a share of 
certain assets forming part of a deceased estate, and was entitled to receive 
from the trustees the income in respect of that share. The taxpayer 
borrowed £3,500 from a third party and gave an equitable assignment of his 
interest under the will to the lender by way of mortgage. On the date of 
execution of this document the taxpayer wrote to the trustees authorising 
them to deduct from his share of the trust income the interest payable 
half-yearly in the advance. In the relevant year the trustees paid to the 
mortgagee £175 as interest. The question was whether this sum of £175 
was part of the taxpayer’s assessable income or whether he had alienated 
this part of his income from the trust estate so that it was no longer his 
income. Held, that the sum of £175 formed part of the assessable income 
of the taxpayer: Murphy v. F.C. of T. (1943) 2 A.1.T.R. 437. “The case 
upon all the documents taken together is a case of a taxpayer using his 
income in paying his debts. In my opinion the case falls precisely within 
the words of section 19 of the Income Tax Assessment Act, 1936-1940: 
‘Income, shall be deemed to have been derived by a person within the 
meaning of this Act although it is not actually paid over to him, but is... . 
otherwise dealt with on his behalf or as he directs,’” for Latham, C.J. 


BacKInG Your Horse “Boto Ways” 
Another Taxation Inconsistency 


A subscriber writes :— 

Under Section 109 of the Income Tax Assessment Act, 1936-1940, the 
Commissioner is empowered to treat remuneration of shareholders or 
directors, or relatives of shareholders or directors, as distributions by way 
of dividend, should such remuneration exceed an amount which, in the opinion 
of the Commissioner, is reasonable. 

The Commissioner freely uses this power and disallows the deductions in 
companies’ returns, collecting Federal tax thereon. 

By some system of mental gymnastics, however, the Pay Roll Tax section 
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of the Department maintains that the amount disallowed as remuneration is 
remuneration, and demands its imposition notwithstanding Section 109 of 
the Income Tax Assessment Act. And so the old game of “heads I win, 
tails you lose” still goes on. 


RATES OF DEPRECIATION 


The following is a schedule showing new or amended rates of depreciation 
that have been fixed since the issue of Income Tax Order No. 1217 :— 





Percentage 
-_ Allowed 





Air-Conditioning Plant—including construction of base- 
ment and chambers and the cost of making holes in 
walls for ducts to pass, fibrous plaster air distributors 
in ceilings and walls, gratings in floors for exhaustion 
of air and inspection doors .. .. ee ere 74 

Amusement Machines and Other Equipment- — 
DE NE os. 66 au 46 Be 60-0 ah 60 be 0% ais 20 
OS ea ree eee | eS, Se Replacements 
Scooter Boats— 

(i) the boats and their own internal electric 
motors and their own trolley rods .. .. .. 334 
(ii) electric equipment and structural equipment 
providing power to drive the boats and 
structural equipment to accommodate them 
in the water pond . aa ae 
Electric Dodgems—: Allowances similar to those ; ipply- 
ing in respect of scooter boats. 
Midget Cars— 
ie are 
(b) Racing Track ; 
Surfo Planes (rubber surf shooters) 
Battery (Dry) Manufacturing Plant— 
Rock Crushing Machine .. 
Powdering Barrel Mill .. aha 
Dolly Making Machines—Low- built type wi 
High-built type 
Stamper Machine Tools : oe ee 
Sifting Machine (Disintegrator ) 
Cathode Filling Machines— 
Not subject to chemical action 
Subject to chemical action 
Cathode Mixing Machines .. 
Cooking Baths .. . 
Wrapping Machines and associated appliances 
Bobbin Tamping Machine .. ; 
Wetness Testing Machine . 

Bacon Curing Plant 

Butter Factory Plant— 
3utter Packing Machines 
Can Washing Machines .. 

Brine Pumps .. bg 


Cream Pumps .. .- 
Cameras used for Street Photography 
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Item 


Percentage 
Allowed 





Chandeliers in Theatres .. a's 

Dentists’ Instruments and Plant | ve : 

(If the taxpayer so desires, the cost of replacements 
of drills or burs may be allowed in lieu of depreciation 
on those items.) 
Diathermy and X-Ray Apparatus—Screening of the ap- 
paratus, to suppress radio interference: Depreciation 
to be allowed at the rate at which depreciation is 
allowed on the apparatus itself. The screening in- 
cludes cubicles built to house the apparatus. 
Explosives—Magazines used for Storage of . 
Fire Sprinklers (Automatic) . 1 ae 04 
Fruit and Vegetable Canning Plant , 
Gas Producer Units—Depreciation to be allowed at the 
rate at which depreciation is allowed on the car or 
lorry to which the unit is attached 
Hop Kilns .. .. . ‘ee as 
Motor Body Building Plant fs we ve 
Neon Signs .. : ot 
Newsreel Equipment to ‘Produce Sound— 
Newsreels—Biographs .. 
SRG GE os 4a Se ae 
Radio Accessories .. .. : ae bane 
Sound Amplifier Equipment. v6 ae 0 09 
Microphones .. se oe 
Sound Equipment .. +o ale we 
Sound Reproducing Equipment a ae at 
Sound Cameras .. .. a ee 
Cameras (silent) 
Pn BAS is oe ce 
Lenses . 
Meters .. - 
Electric Motors. - 
Transformers .. 
Insulated Cables . 
Instruments .. 
Batteries .. ve 
Film Editing Equipment ‘a 
Primary Industries— 

Wooden Bridges .. .. 

Earth Levee Banks .. 

Brick Water Tower .. 

ae ee 

Concrete Sheep Dips .. .. . 

Tanks used as containers in the pig farming industry 

Wharves—Sheds erected on wharves for the storage of 
goods are not essential parts of the wharves as 
wharves and depreciation is not allowable on the 
sheds. 

Wireless Sets in Public Places of Amusement .. 





5 
5 


yo 
ye = 


LS a 


ONNUN UN 
top tp i 


Replacements 
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DivipeNps Pain Out oF COMMONWEALTH LOAN INTEREST 


A taxpayer’s assessable income of year ended June 30, 1940, included (a) 
Commonwealth loan interest subject to the reduced taxation provided by 
s. 20 of the Commonwealth Debt Conversion Act and (b) dividends paid 
partly out of such interest and therefore, to that extent, subject to the same 
concession by virtue of s. 45 of the Commonwealth Income Tax Assessment 
Act (since repealed). The taxpayer was thus entitled to freedom from tax 
to the extent by which the amount of tax payable in respect of the interest 
under the 1940 Rates Act exceeded the corresponding tax under the 1930 
Act. The Commissioner assessed the loan interest received directly by the 
taxpayer and the portion of the dividend paid out of such interest on the 
same footing, i.e., as Commonwealth loan interest subject to the above 
concession. The taxpayer contended that the portion of the dividend referred 
to should be taxed as a dividend and that it was, therefore, also subject to 
the then dividend rebate, which in the taxpayer’s case would have amounted 
to ls. 4d. in £. A second question arose: Under the 1940 Act in the case 
of income from property in excess of £1,200 the rate of tax for every £ of 
taxable income up to and including £1,200 was 60d. in £, and the rate of 
tax on the remainder of the taxable income was 120d. in £. In calculating 
the difference between the 1930 rates and the 1940 rates, the Commissioner 
distributed the whole of the 1940 tax over the whole of the taxable income, 
and applied (a) the resultant average 1940 rate to the income from other 
sources, and (b) the 1930 rate (applicable to the total taxable income) to 
the Commonwealth loan interest. The taxpayer contended that the taxable 
income from other sources should have been taxed on the first £1,200 at 5s. 
in £, and the remainder thereof at 10s. in £, thus throwing the remainder of 
the 1940 tax at 10s. in £ on the Commonwealth loan interest. 

Held, that in both respects the assessment was correct. Stevenson v. F.C. 
of T. (1942) 2 A.I.T.R. 410. 


MetHop oF CALCULATING Tax INSTALMENT DepUCTIONS FROM Bonus 
PAYMENTS TO EMPLOYEES 

The following communication has been received from the Commissioner of 
Taxation :— 

Bonus payments are, by section 221C (1A), regarded as having been 
received by the employee in respect of each week in the period for which the 
bonus was paid. Before a deduction is made in accordance with that section, 
the following calculation would be necessary : 

At the time of payment of the bonus, a deduction would be made in 
respect of each week in the period for which the bonus is paid. The total 
of the bonus for each week and the salary previously paid for that week 
would be ascertained. The deduction would be the amount prescribed as 
appropriate to that total, less any instalment which may have been deducted 
at the time the salary for the week was paid. 

Representatives of employers’ organisations have been pointing out that, 
in the case of a bonus paid in respect of a period of one year, the above 
method may require 52 separate calculations to ascertain the tax instalment 
deduction to be made from the bonus payment. 

As a result of these representations it has been decided that the following 
method of calculating tax instalment deductions in respect of bonus payments 
may be adopted by employers: 

The weekly deduction shown in the prescribed scale of deductions current 
at the time the bonus is paid should be ascertained for— 
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(a) the average weekly earnings, including the amount of the bonus, 
for the period in respect of which the bonus is paid; and 
(b) the average weekly earnings in the same period excluding the bonus. 

The difference between the weekly deduction for (a) and the weekly 
deduction for (b) should be multiplied by the number of weeks in the period 
in respect of which the bonus is paid. The resultant amount should be 
deducted from the bonus payment. 

An example, showing the amount to be deducted, in the case of an 
employee without dependants, receiving £20 per week, who on June 30, 1943, 
received a bonus of £104 in respect of the previous twelve months, is given 
hereunder : 


Average weekly Weekly tax 

earnings. deduction. 

Including bonus: £22 £712 9 
Excluding bonus: 20 614 0 


£018 9 
Deduction: 18/9 & 52 = £48/15/-. 

The question has also been raised as to the method of calculating tax 
instalment deductions from suggestion bonuses, recoupment of tuition fees, 
etc. The period in respect of which these payments are made is not definite. 

Allowances of this nature are assessable income and are returnable by the 
taxpayer in his return of income for the year in which they were received. 
It has been decided that the tax instalment deductions from such payments 
should be spread over the whole year. Consequently, the tax instalment 
deduction should be calculated on the basis that the bonus or allowance 
relates to a period of one year. 


INTEREST IN DEFAULT 


In 1928 a mortgagor granted a first and second mortgage over certain 
premises. In 1932 the second mortgagee appointed a receiver, and opened 
a trust account in a bank, and directed the receiver to pay all moneys collected 
by him as such into this account. The receiver did this until 1936, and all 
cheques were drawn by the second mortgagee, including interest on the first 
mortgage until August, 1933, when the appellant, having obtained a transfer 
of the first mortgage to her, instructed the receiver of the second mortgagee 
not to pay any moneys to her for the time being. The receiver did not 
appropriate any moneys to either of the mortgages or interest and the moneys 
accumulated from 1933 to 1936, when the appellant also acquired the second 
mortgage, and obtained an assignment of the second mortgagee’s right to 
direct the receiver in the application and appropriation of moneys received. 
At this time the original trust account was closed and a new one opened by 
the receiver with the credit balance of the old account as initial credit to the 
new. The appellant gave authority to the receiver to operate on the new 
trust account. The appellant then demanded payment by the mortgagor and 
in September, 1936, the mortgagor as a result of such demand wished the 
receiver to apply the moneys from the sale and held in trust by him to be 
applied first to payment of principal and balance, if any, to payment of 
interest under both mortgages. Upon the property being sold during income 
year ended June 30, 1939, the appellant directed the receiver to pay certain 
outgoings and then to pay her the balance on account of principal outstanding 
on the first and second mortgages (not of interest). 

Assessments were made on the appellant in respect of the four years ended 
June 30, 1937. In the first and fourth of those years, the net amount of 
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rents (that is, less rates, etc.) was less than the amount of interest due. For 
those years the Commissioner assessed the appellant in respect of the net 
amount of the rents. In the second and third of those years, the net amount 
of rents exceeded the amount of interest due. For those years the Com- 
missioner included in the assessments the amount of interest payable. 

Held by Rich, Starke and Williams, JJ. (Latham, C.J., dissenting) : That 
the receiver had received interest on the first mortgage from August, 1933, to 
August, 1936, and on both mortgages from 1936 to 1939, and had received 
such interest for the appellant to the extent assessed by the Commissioner, 
as to the first period by way of direction of an accumulation, and as to 
the second period because the appellant had allowed the interest moneys to 
accumulate in an account which in substance, though not in form, was hers. 

Held further by Starke, J.: That interest which had become due and pay- 
able in the relevant financial years had long before the so-called appropriation 
become assessable income of the appellant of those years. 

Held further by Williams, J.: That an agreement could not alter the 
character of income for the purposes of income tax. (Visbord v. F.C. of T. 
(1943) 2 A.I.T.R. 389. 





The Organisation Chart 
By A. J. GAIRNS, F.F.1.A., A.A.I.S. A.C.A.A. 


The other day I set myself the task of putting into chart form the structure 
of a manufacturing company in which I was interested. To my surprise 
I found that this was almost impossible, mainly because there were certain 
essential links missing in the organisation, and also because certain other 
officials were “by-passed” by persons over them in their contact with others 
on a lower status. For instance, the sales manager had direct control and 
contact with the packers instead of through the chief storeman or the order 
department. A review of the functions of each executive officer in his 
relations with both his superiors and those equal to or junior in status to 
him lead to a very interesting analysis of the financial structure which can 
be applied with benefit to any firm. Hidden weaknesses may be brought to 
light and the flow of work and responsibility will naturally be brought out 
and analysed. The correction of these anomalies and weaknesses may be 
impossible or at least very difficult in many cases, but an appreciation of the 
desired standard will be obtained and the organisation can be developed to 
meet this perfect pattern over a period of time. 

It is remarkable how popular the visual record is to-day. Everything is 
being put into graph, chart or diagram form. Written instructions are 
essential in business and if they can be delivered in such a form that their 
purpose is apparent there is no excuse for failure to understand. Thus with 
the organisation chart, the structure from top to bottom is seen at a glance. 
Estimates of the degree of responsibility expected from each member can 
be made immediately, for his duties in relation to each other person are 
shown on the chart. 

Tue Form or CHART 

It is obvious that the chart must be of the simplest form, showing in 
graduated steps the organisation from the governing body to the general 
operatives. It can be in many forms—a simple list on a sheet of paper, a 
radiating circle or a diagram on the “family tree” principle. It matters not 
which is chosen so long as the principles of developing authority and 
controlled delegation are observed and, as we have said before, the figure 
is clear to all. 
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It will be interesting to attempt the preparation of a typical chart for an 
Australian business. This will immediately present difficulties naturally, 
because all businesses are different in purpose, structure and control. The 
simplest type of concern, to commence, however will be charted on the lines 
of partners or proprietor at the top, thence to manager, on to assistant 
manager or accountant, followed by salesmen, packers and drivers. Principal 
concern will be in placing the main “limbs” of the “tree” in their correct 
order under the proprietor. For instance, is the assistant manager equal 
with the accountant, or has the latter, in view of his intimate knowledge of 
the firm’s finances, the authority to direct the other officer along the channels 
likely to bring profit and progress to the firm? 

Much more complex problems arise when the concern is a manufacturing 
organisation, particularly a company, and the larger the concern the more 
involved is the question of control. It is again stressed that there are many 
types of concern, such as distributing organisations, oil installations, packing 
and blending establishments as well as repair services, hire and general utility 
undertakings, which all present differing problems of charting. Some again, 
although straight-out manufacturers, are conducted by partners or indeed a 
single trader, a trust, or a government or municipal body, where again the 
control is changed. In a short review of this nature, all such undertakings 
cannot be considered, and as it appears that a very large section of manu- 
facturing establishments fall within the class I have mentioned, we will deal 
here with the manufacturing company. 


Awn IDEAL SET-UP 


It will be apparent, of course, that there is a standard organisation—a 
structure which enables full delegation of authority from the board of 
directors to the workmen and yet is perfectly balanced as between the 
parties themselves. I will now illustrate the organisation which, in my 
opinion, fills the ideals of these requirements. We are so used to overseas 
journals and articles on this subject that it is of interest to consider the 
subject from an Australian viewpoint. Notice that the chart used is the 
“line” type in which the positions are carried down successively and each 
is shown in what we may call. a “box.” Officers on the same level are equal 
in authority and the lines above denote from whom they receive their 
instructions and below those to whom they delegate duties. 





BOARD OF DIRECTORS | 


| MANAGING DIRECTOR| 


|SECRETARY| 
i | 
| | 
| ACCOUNTANT | PRODUCTION MANAGER SALES MANAGER | 


| | 
c | | 
L oan | CHEMIST | | FOREMEN | | 
| l |SALESMEN| [ORDER DEPT.| 


GEURRAl. OPPICR | LABORATORY |__| OPERATIVES | 
: Siar 


| STORE| [DESPATCH] 
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It will be noted that each executive has direct control over the sections 
which concern him and each looks to the official immediately above him for 
further general instructions. Although no link is shown between sections 
on the same level, this is assumed at all times.. For instance, the general 
office will have close liaison with the store and despatch, particularly with 
regard to payment of salaries and also in connection with details for invoicing, 
etc. 


THe DrrReEcTors 


I have deliberately avoided overstating some of these positions in the 
above chart. For instance, under Australian conditions the board of directors 
are actually the servants of the shareholders, who are, of course, the true 
owners of the company. In actual practice, however, the shareholders are 
seldom interested in the operations of the company beyond the balance sheet 
and dividend, and the board is essentially in control. One might have gone 
further and commenced with the chairman of directors, but this position is 
almost one of honour, and although the chairman is certainly in charge at 
meetings and, in addition, is often looked to as the spokesman of the board, 
he himself has no gréater power than any other individual director. Most 
firms look to the board for guidance in matters of general policy, but the 
actual execution is left to the managing director, an office very popular in 
Australian companies. He is the full-time head of the concern, the moulder 
of the company’s destinies, and on his personal ability depends the main 
prospects of the organisation’s success. The staff sees in him their “boss,” 
and as he is often the largest shareholder or at any rate the outstanding 
businessman among the board, he, in most cases, justifies his position. 

Company law imposes definite obligations upon the directors as to the 
fulfilment of many tasks and theirs is the blame if these are not carried out. 
Full opportunity must be given to allow them to choose their path of action. 
Such choice must be carefully considered and, when decided, recorded care- 
fully in the summary of their proceedings—the minutes. 


THE SECRETARY 


The position of the secretary on our chart might be one position which 
would cause immediate controversy. From the text-book viewpoint, the 
position of the secretary is one mostly concerned with the many details of 
share registrations and transfers, the requirements of the Companies Acts 
regarding filing returns, attention to taxation, Sales and Payroll Taxes (as 
public officer) as well as his secretarial duties at directors’ and shareholders’ 
meetings. He is naturally in charge of finance and, in this connection, is 
controller of all other sections. In some concerns, the duties of the secretary 
end at this point. He controls finance purely and simply and leaves any 
aspect of individual management to those more vitally interested. 

In most companies, however, the secretary is far more than the picture 
of financial controller I have painted above. He is in fact one of the vital 
managers of the company. This, I think, has been brought about by the 
very high qualifications demanded of the modern secretary. In addition to 
a qualification in his own field, he is always a qualified accountant, and often 
costing is added to his attributes. A man with this ability coupled to his 
intimate knowledge of the firm’s finances and policies would be of inestimable 
value to the management as the first step in the delegation of authority. In 
most companies the secretary is almost manager in his scope of authority, 
and as such supervises not only the accounting end of the company’s trans- 
actions, but interests himself in statistics, costs, factory production results, 
staff control, wage awards, correspondence, complaints, general factory 





1943 THE AUSTRALIAN ACCOUNTANT 369 


management, buying, and almost every avenue of management except perhaps 
sales. In a company of any size, the managing director will have an 
impossible task to control these sections through his own authority, so that 
the secretary carries out a tremendous amount of detail direct from the 
managing director. In other words, he applies the financial angle to almost 
every avenue of the company’s activities. 


WEAKNESSES REVEALED 


In some cases the secretary lacks the qualifications to take over these 
tasks to the extent that other secretaries may do. After all, he is not 
expected to be a “jack of all trades,” but, in any case, he can apply an 
ordered mind to exercise ample control over all sections. An example of 
my point is where the secretary is not a salesman type. He may not be 
used to contacting clients or keeping abreast of technical advances in sales 
procedure. However, this may be left to an efficient sales manager, with 
the proviso that the secretary must retain control of credit, must have access 
to statistics, and in addition will see that efficient stores methods and stock 
control are in operation. These matters carried out without undue inter- 
ference with the sales effort will effectively control the departments concerned. 

At this stage it might be well to mention some of the deficiencies shown 
in some charts which are not all one might desire. One weakness which 
may be immediately noted, for instance, is direct contact by the managing 
director with the sales manager and control by the former official over all 
the sales manager’s functions of selling, despatching and packing, without 
any direct reference to the secretary. Our chart then would look unbalanced. 
In the same way, if factory buying were conducted by the factory manager, 
with reference only to the managing director, chaos in the fields of Sales Tax, 
financial strain, insurance, and other such matters would ensue. Just how 
the necessary link-up will be effected without putting a brake on the factory 
output is a matter for each individual concern. It may be effected by a 
weekly conference of executives, by the issue of standard instructions—that 
is, written directions for the carrying out of all routine—or by more personal 
contact between the secretary and the production officials. 


FurTHER DISSECTIONS 


Another improvement on the suggested chart shown above might be the 
insertion of a cost accountant instead of the accountant as shown below the 
secretary. This position is becoming increasingly important these days 
where costs are vital and accounting control is becoming more and more 
important. The cost accountant who knows his job thoroughly is far more 
than just a man of figures. He is in every sense of the word an efficiency 
expert, and, as such, is empowered to recommend improvements and changes 
in any operation of the company. He is entitled to a seat at the executive 
conference with the production and sales managers, the secretary and the 
managing director, and there he applies his specialist knowledge to solving 
any of the company’s problems whether they be financial, technical or costing. 

His own work of costing is important enough to secure him access to any 
data the firm can supply and knowing, equally with the secretary, the whole 
story of the concern he can be of inestimable value to the firm. The cost 
accountant’s duties extend to stock control, budgeting, purchase procedure, 
and production criticism as well as complete accounting for costs. He must 
take steps to see that his standard costs (on which the company’s selling prices 
are based) are as accurate as possible and, when applied to standard produc- 
tion, the resultant profits or-losses are his yardstick in measuring the factory’s 
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efficiency. With this knowledge and reasonable collaboration with the 
production officials, he can wield a mighty control on the production field. 
His ability to judge and control matters of finance makes him an ideal 
assistant to the secretary. All this means that, in individual cases, the place 
of the cost accountant may be hard to place on the chart. In any case, he 
should be on a level with the production manager and the sales manager. 


BuyInGc RovutTINE 


A very common weakness revealed in many organisations is the conduct 
of buying, and this can be illustrated in no better way than on a chart. It 
will be found necessary perhaps to create a new position—that of purchasing 
officer—and his position on the chart should be either as a branch of the 
accountant’s department or as a separate line below the secretary. In many 
firms, buying is done by the accountant, the secretary, the chemist, the factory 
production manager and perhaps by the order clerk. This leads to overlapping 
and omissions and definitely reveals a weakness in the charted structure 
unless some official, such as the secretary, already more or less carries out 
the functions of purchasing officer by his supervision of the department in 
the ordinary course of his duties. 

Each concern will have its own individual problems regarding charting. 
One section I have not dealt with is the maintenance or engineering depart- 
ment, which is obviously a vital factor in each organisation. In some concerns 
this department is regarded as a service section of the factory and is obviously 
under the factory manager’s control. In other factories, the engineering 
section not only attends to general maintenance but may be productive as 
well in the manufacture of dies, tools, etc. In addition, this section may be 
controlled by one of the directors or some other high officer who not only 
attends to repair routine but is engaged on buying and installing new plant, 
extensive re-building, repairing and alterations as well as generally “keeping 


the factory going.” This will probably require a separate “limb” direct from 
the managing director or the secretary with the production manager’s depart- 
ment as a subsidiary from the engineering director. In other cases, the 
secretary still retains general control in equal shares over both sections, 
which are more or less equal in status under him. 


INDIVIDUAL PROBLEMS 


I have mentioned before an executive conference, which is often an integral 
part of management. This may be an advisory committee only or it may, 
subject only to the managing director’s veto, be actually administrative in its 
functions. It is probably unnecessary to chart this committee since it may 
be regarded as the co-ordinator of the executives’ functions in the sense that 
each member has his own individual authority but simply combines, at the 
executive conference, his ideas with those of other members. 

The same remarks may be applied to the finance committee of the board 
of directors, a very common adjunct in Australian companies. This section 
may be advisory or it may be executive, and this factor determines its place 
in the chart. 

I have written enough to illustrate the importance of charting and its use 
in correcting errors in management. It may be interesting for accountants 
to attempt to chart their own concerns, in which case much food for thought 
will certainly result from their task in probing the functions of each executive 
in the general plan of organisation. 
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Interactions of Accounting Practices and Economic 
Controls 


By A. A. FitzGERALD 


(The inaugural Commonwealth Institute of Accountants Annual Lecture 
delivered in the Canberra University College, September 22, 1943.) 


1. INTRODUCTORY 


This annual lectureship has been established in the Canberra University 
College with funds provided by the General Council of the Commonwealth 
Institute of Accountants on behalf of that Institute throughout Australia. 

A similar lectureship was established by the Victorian Division of the 
Institute in the University of Melbourne three years ago. 

I have been singularly honoured in having been chosen to deliver the 
inaugural lecture in each of these lectureships. 

It is fitting that this University College, located in the national capital, 
should have been selected as the place in which a research lectureship should 
have been founded by the Federal Council of the Institute. It is, moreover, 
a good omen for the future of accountancy in Australia that so definite a link 
should have been forged between the oldest Accountancy Institute in Australia 
and such seats of learning as the University of Melbourne and the Canberra 
University College. 

Interest in research in accountancy in the English-speaking countries is a 
comparatively recent development. It is significant that in that country where 
it has been most actively pursued and where it shows most signs of 
fruitfulness, viz., the U.S.A., there is a very close association between the 
controlling professional Institute and the Universities. It is reasonable to 
expect that equally good results may be achieved by a similar association in 
Australia. 

In the first lecture in the Melbourne University lectureship' a survey 
was made of the possibilities of research in accountancy and of the methods 
by which it might be carried on. 

The kinds of research which should be undertaken were classified as: 


(a) The re-examination of accounting theory; 

(b) The study of present accounting practices and the tendencies to and 
reasons for changes therein; 

(c) The examination of proposals to extend the scope of accounting ; 

(d) The search for the most satisfactory basis and methods of education 
for the accountancy profession. 


This lecture will be concerned with certain aspects of the second-named 
kind of research, viz., the study of present accounting practices, the tendencies 
to changes therein and the reasons for those tendencies. It will, however, 
be necessary to deal at some length with research of the first- named kind, 
the re-examination of accounting theory. At the present time, to a quite 
unusual degree, accounting theory is being overhauled and re-stated, and 
this overhaul is likely in the near future to have far-reaching effects on 
accounting practices. 

To some extent the re-examination of accounting theory which is now 
taking place has been motivated by a desire to give precise and consistent 
form to a body of doctrine built up empirically over centuries; to some extent 


A. A. Fitzgerald: “The Field for Research in Accountancy,” The Australian Accountant, 
m7 1940, p. 174. 
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it is the inevitable result of a changing appreciation of the scope and purposes 
of accounting in the light of changing economic controls. 

The desire to formulate a consistent theory of accounting, which has been 
the central theme of most contributions to accounting thought during the 
past 20 years or so, has itself been aroused by consideration of the place of 
accounting in an economy. Hence it may be said that economic controls 
are to-day exercising a most profound influence on accounting practices, both 
directly as a result of the changes in practice which they demand and indirectly 
as a result of their bearing upon accounting theory. 

Of these two ways in which economic controls react on accounting practices, 
the indirect is likely to be the more lasting and the more penetrating. A 
change in accounting practice, which is made in order more conveniently to 
comply with the requirements of a Prices Commissioner or an Income Tax 
Commissioner, will last only so long as it is necessary to meet those require- 
ments ; a change in practice which is the result of a restatement of accounting 
theory—even though the need for re-statement may have been made evident 
by price control or tax demands—is likely to last until the theory is again 
recast. 

So it seems appropriate to relate this discussion of the interactions of 
accounting practices and economic controls to the development of accounting 
theory. 

2. THE DEVELOPMENT OF ACCOUNTING THEORY 


From the earliest days of double-entry bookkeeping, more than 400 years 
ago, until quite recently, bookkeepers and accountants were very little 
concerned with theories. 

The earliest known treatise on double-entry bookkeeping? was almost 
entirely didactic. It described but did not explain. It told in detail how, but 
never why. And ever since, accountants have been far more interested in 
knowing how to carry on their art than to discover the reasons for the 
doctrines and conventions which they have dignified by the title “Principles 
of Accounting.” 

This is an understandable attitude of mind, and on the whole it has met 
the test that it has worked. With little or no change in basic accounting 
doctrine, the double-entry system, devised to meet the needs of business in 
the Middle Ages, was adapted to the requirements of industry in the 19th 
century. Looking in retrospect at the developments in accounting practices 
during those centuries, one cannot fail to be struck with the unfailing response 
of accounting to the demands made upon it by changing methods of business 
and developing forms of business organisation. 

It is, for example, a tribute to the adaptability and ingenuity of the 
accountant as well as to the underlying concepts of the double-entry system 
of bookkeeping that by the use of that system such modern innovations as 
Standard Cost Methods, Consolidated Balance Sheets, and the whole range 
of accounting reports should have been found possible. 

But it is easy, in our wonderment at the strides that have been taken, to 
overlook the fact that progress has at times been slow; that it has always 
been spasmodic; and that frequently accounting technique has lagged far 
behind the current needs of industry. Cost Systems, for example, are a 
recent innovation. They were sadly needed long before they were generally 
adopted by accountants, and there was a stage when industrial engineers 
were so dissatisfied with the kind of information provided by orthodox 
accountancy that they set out themselves to collect the information they 
needed for control of costs. 


2. Luca di Paciolo: De Computie et Scripturis. 
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It is easy, also, complacently to ignore the. fact that to-day few people 
without accounting training really understand accounting conventions, that 
accounting reports often do not provide the information needed by investors, 
business managers, government departments or the general public, and that 
there is a widespread misunderstanding of the functions of accounting, and 
the nature, purpose and limitations of such accounting statements as balance 
sheets. In short, it is fatally easy to fail to realise that we are at present— 
and have been for many years—in one of those phases of the development 
of accounting in which there is a serious time-lag between the need for 
accounting data and accounting practice. 

This state of affairs is the natural result of the pre-occupation of accountants 
with day-to-day practical problems. Students of accounting are taught from 
textbooks mainly devoted—as they always have been—to descriptions of the 
ways in which entries are made, statements are prepared and analysed, and 
reports are presented. Such research as is conducted is almost invariably 
an inquiry into methods in use. Seldom do teachers, textbook writers or 
researchers set themselves out to discover why certain practices exist, why 
certain conventions are followed, why certain doctrines are accepted. 

In such circumstances, changes in accounting practices are necessarily slow. 
Individual practitioners, concentrating on the accounting problems of par- 
ticular businesses or industries, develop techniques which they find satis- 
factory. In time, through the media of articles in accountancy journals, 
research studies, and the like, these practices find their way into general 
accountancy literature and into general use, and so the best practice tends 
eventually to become standard practice. But it is a slow process of evolution 
by trial and error, and, though it can never be said of the accounting profession 
that “the operation was successful though the patient died,” there are times 
when much more rapid progress could be achieved by a closer integration 
of theory with practice. 

An interesting and, in many respects, amusing illustration of the past 
neglect of accounting theory is provided by the recent history of auditors’ 
reports in U.S.A. The history shows also the influence of changing economic 
controls in awakening interest in the study of accounting theory. 

Since 1934, in an attempt to increase the value of auditors’ reports as a 
protection to investors, auditors in U.S.A. have been required—by arrange- 
ments in which the American Institute of Accountants, the New York Stock 
Exchange, and the Securities and Exchange Commission are all concerned— 
to use a form of audit report containing an expression of opinion whether 
the audited balance sheet and related profit and loss statement fairly present 
the financial position of the company and the result of its operations “in 
accordance with accepted principles of accounting consistently maintained by 
the company” during the year under review. 

Soon after this form was adopted, an academic storm broke and has been 
raging ever since—with a most beneficial cleansing effect on the untidy litter 
of “doctrines, conventions, rules or mere statements of opinion’? which had 
hitherto been implicity accepted by most accountants as “principles.” 

It soon became evident that, in the words of one commentator, accountants 
were in the “unenviable position of having committed themselves in their 
certificates as to the existence of generally accepted accounting principles 
while between themselves they are quarrelling as to whether there are any 
accounting principles, and if there are, how many of them should be 
recognized and accepted ?’’4 


i : Accounting Concepts of Profit. 
R. Byrne: “To What Extent can the — of Accounting be Reduced to Rules and 


4. G. 
Standards ?”"—Journal of Accountancy, November, 193 


® 
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But subsequent controversy has done a lot of good. The American 
Institute, the American Accounting Association and others have been actively 
canvassing the question of principles through convention discussions, ques- 
tionnaires, and monographs prepared by practitioners and professors of 
accounting. Much of the previous loose thinking on accounting theory has 
been cleared away, and there is emerging a much more logical and consistent 
view. A substantial body of informed opinion seems to be reaching the 
conclusion that there are few, if any, accounting “principles” worthy of the 
title. This must have a most important effect in leading to a reconsideration 
of conventions which have hitherto been regarded as almost sacrosanct. 

Fully to understand the most recent developments in accounting theory and 
to appreciate the changes in viewpoint which have taken place in recent 
years, it is necessary to remember that the purposes of accounting have been 
altered from time to time. 

The history of accounting may be divided into three stages according to 
the purposes sought. 

In the earliest stage, accounting was concerned mainly with the record of 
data relating to personal relationship, debts owing to or by other persons. 
In the second stage (which has been described as the “formative period of 
accountancy,” and which covered roughly the 19th century) the objective 
was the safeguarding of the rights and interests of proprietors of businesses. 
Hence, in this stage, emphasis was placed upon the preparation of balance 
sheets and of profit and loss statements of such a nature that there should 
be no risk of over-statement of profits and of the consequent payment of 
dividends out of capital. Naturally, against such a background, the doctrine 
of conservatism in accounts became a dominating influence. Many account- 
ing problems came to be looked upon as problems of valuation. Stock was 
to be valued at the lower of cost or market replacement value; book debts 
were to be revalued by making adequate (or more than adequate) allowances 
for doubtful debts; a rigid line of demarcation was to be drawn between 
so-called “revenue expenditure” and “capital expenditure”; adequate (or 
more than adequate) reductions in balance sheet values of so-called “fixed” 
assets were to be made to cover depreciation of such assets, and so on. These 
were valuation concepts; the profit and loss statement was a mere adjunct 
to the balance sheet, and the balance sheet was treated, in part at least, as 
though it were a valuation statement—a treatment which is consistent neither 
with its historical origin nor with practical possibilities. For a balance sheet 
cannot be a valuation statement unless the whole accounting process is 
fundamentally changed. 

In the third stage the provision of information as an aid to business 
management becomes of paramount importance. Business managers are 
interested primarily in results of operations, presented in such a way that 
they may be used to increase efficiency. The balance sheet is no longer the 
main accounting statement. It has its uses, but they are severely limited 
and the profit and loss statement is a far more important document.® 
Measurement of results is the new purpose of accounting and the processes 
of stock valuation, provisions for doubtful debts and depreciation, and the 
like, are seen as steps in that measurement and not as valuations of assets. 
The balance sheet, in fact, has become a mere by-product of the process of 
preparation of a profit and loss statement—a viewpoint which is entirely 
consistent with its historical origin. An important corollary of this change 
in purpose of accounting is the diminishing stress on the need for con- 

5. Cf. G. O. May: Twenty-five Years of Accounting Responsibility, Vol. II, p. 317. “The balance 


sheet is a highly technical production the significance of which is severely limited and has in the 
past often been greatly over-rated.” 
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servatism and the urge towards greater precision. No longer is it sufficient 
for an accountant to satisfy himself that the financial position of a business 
is “at least as good” as that shown by his balance sheet. He is now called 
upon to ensure, by every possible means, that the profit and loss statement 
presents as accurate a view as possible of the results of operations. As for 
the balance sheet, it might well be said, “Take care of the profit and loss 
statement and the balance sheet will take care of itself.” 

But this third stage is not the end of the evolution of accounting. Even 
before the 1914-18 war there were signs of the increasing importance of the 
social purposes of accounting. The enlargement in scope of government 
controls during that war and, in particular, the greatly increased impact of 
taxation did much to awaken accountants, the general public and govern- 
mental agencies to the extent to which such controls depended upon accurate 
accounting. The depression gave point to the ethical responsibility of the 
independent accountant to investors with whom he had often no contractual 
obligation. 

But the most spectacular demonstration so far of the social utility of 
accounting has been the result of the extraordinary developments in govern- 
ment controls, which the conception of total war has now forced upon a more 
or less willing community. 

Not only have the demands made upon industry for accounting and 
statistical data been increased to such an extent that it has become a matter 
of the utmost difficulty for depleted accounting staffs to meet them, but it 
has been clearly shown that scarcely any of the war-time controls can be 
effectively operated and policed without the service in government depart- 
ments of numbers of experienced and highly skilled accountants. Moreover, 
a new emphasis has been placed upon accounting statements, on their form 
and content, and on the conventions on which they are based. The full 
implications for accounting of this striking development are not yet realised, 
but at least it is evident that accountants are now assuming a new responsi- 
bility, and are—perhaps somewhat too tardily—adopting a social outlook 
towards their functions. If they are adequately to fulfil their true social 
purpose the status of accountants must be raised, their rights as well as their 
responsibilities enlarged and, in short, their independence become a fact as 
well as a theory. 

It may be questioned whether the accounting profession was ready for its 
new tasks when this sudden acceleration of the evolution of accounting 
happened. 

The search for accounting principles, so recently begun, had not progressed 
so far that it was possible to enunciate any consistent philosophy of accounting 
which would be likely to have general acceptance amongst accountants; the 
terminology of accounting was in a notoriously unsatisfactory condition; 
forms of accounting statements, such as the outmoded trading account, which 
had little to commend them except traditional use, were being very slowly 
replaced by more useful forms; the best accounting practice in such phases of 
accounting as cost accounts were far from being universally adopted, and, 
in fact, were imperfectly understood and distrusted by many otherwise able 
accountants; and, above‘all, there were as yet few signs that the profession 
was ready to adopt the social outlook and to face the problem of reconciling 
the duty of accountants to their employers or direct clients with their duty 
to the community. 

This state of affairs is not be wondered at; it implies no disparagement 
of the professional skill or the public spirit of the members of the profession. 
As a distinct profession, accountancy is less than 100 years old. In that 
time it has made extraordinary strides in the refinement of its practices and 
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in the ways in which it has been of service to business men. That it has not 
moved as rapidly as the march of events does not mean that it has moved 
more slowly than other professions. It does mean that revolutionary changes 
have taken place in the demands made upon accounting and so the evolution 
of accounting—because it is an evolution, and because it evolves as the 
result of experience rather than academic thought, of induction rather than 
deduction—has not kept pace. 

Unfortunately, neither the true functions nor the limitations of accounting 
statements are properly understood by laymen. There has been a decided 
tendency—sometimes originating from accountants themselves, sometimes 
arising out of the impossible tasks they are called upon by law to perform— 
to claim for accounting statements a far greater degree of accuracy and 
precision than can ever be justified. 

There has been a tendency also to create an air of mystery about relatively 
simple techniques, to maintain technical forms which serve no useful purpose 
save to impress the reader with the complexity of accounting, to use high- 
sounding phrases such as “the principles of sound finance,” “the distinction 
between capital and revenue,” “the golden rule of stock valuation,” and so 
on—phrases which on close investigation are found to be mere clichés 
masquerading as principles. And—worst of all—we accountants are given 
(nay, are often compelled) to use such expressions as “value,” “true and 


correct,” “net profit,” “fixed assets,” to give to statements which are, in fact, 
expressions of opinion an air of finality and precision which is quite 
unjustified. : 

Once I heard an accountant say he presented a balance sheet to a board 
of directors :—‘“There are the facts, gentlemen: the figures speak for them- 
selves”! Is it any wonder that the limitations of balance sheets and profit 
and loss statements are overlooked when they are presented in such a way? 


And can we blame the shareholder in a company for believing that by the 
use of some infallible divining rod, the auditor, the secretary and the directors 
of a company have located truth (at the bottom of a well?) when they find 
them certifying or declaring or reporting—as they are required to do by the 
Companies Acts—that a balance sheet is “a true and correct view of the 
state of the company’s affairs”? The trouble is that people will believe that 
we mean what we say. 

I like the older expression, “a full and fair balance sheet.” It is a pity it 
was ever discarded, for it is much nearer the truth than the expressions we 
are obliged to use nowadays.® 

A statement of opinion—and balance sheets and profit and loss statements 
cannot be more than that—may be full and fair: it is difficult to see how 
it can be true and correct. Perhaps when the Commonwealth is given power 
to legislate in such matters we shall have a Federal Companies Act which 
will be founded on a truer appreciation of the scope and limitations of 
accounting. 

The modern theory of accounting lays stress on the inherent limitations 
of accounting statements. 

The main purpose of accounting is the measurement of results of the 
activities of an enterprise. A subsidiary purpose is the determination of 
financial condition as at given points of time. 

For various specific purposes results must be measured in terms of units 
of activity, which may be either— 


6. Cf. G. O. May: Twenty-five Years of Accounting Responsibility, Vol. II, p. 81. “The question 
that should really be put to the accountant is not whether the balance sheet is true, but whether 
it is fair—fair in the accounting principles on which it is based; fair in the way in which those 
principles are applied to the facts; and fair in the way in which the results are presented. These 
are matters of opinion.” 
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(a) specific products or batches of products, specific departments or 
sections of the enterprise, specific territorial divisions of the activities; 


or 
(b) activities for specific periods of time—a week, a month or a year. 


Results of activities can be finally determined only over the complete life- 
time of the enterprise. In the long run they are the difference between the 
total cash receipts of the enterprise (less the amounts contributed by the 
proprietors) and the total cash expenditures (less withdrawals of capital or 
profits by proprietors). 

Since, however, measurement of results over the complete lifetime of an 
enterprise would be of no use until the life history of the enterprise was 
completed, it is necessary from time to time during the lifetime of the 
undertaking to make estimates, as precise as is possible, of the results of units 
of the undertaking’s activities. 

Thus, for proprietorship purposes it is necessary so to estimate the results 
of activities for periods not exceeding one year; for management purposes, 
it is necessary so to estimate results of operations both by periods of time 
and by other units of activity; for taxation purposes it is necessary so to 
estimate results by periods of time; for price control purposes it is necessary 
so to estimate results both by products and periods of time. 

The recording of receipts and expenditures over the complete lifetime of 
an enterprise would be a simple bookkeeping process. All the problems of 
accounting arise from ‘the necessity of estimating results in terms of units of 
activity. Assignment of expenditures and receipts to products and other 
sections of the total activity involves the direct analysis of some elements, 
both of expenditures and receipts, and the apportionment of others. 

The assignment of expenditures and receipts to periods of time involves 
the bringing to account from time to time of income which has accrued but 
has not yet been received, and of expenditure which has been incurred but 
not yet paid. Moreover, it involves the deferring or carrying forward as a 
charge against future income of some expenditures which have been incurred 
or paid, and the deferring or carrying forward to future periods of certain 
income which has accrued. or been received, but which has not yet been 
earned. 

These processes consist in effect of the matching of costs incurred against 
the income produced as a result of those costs. 

The fundamental basis for the record of expenditure incurred is cost, part 
of which is assigned to the operations of the current period, and part carried 
forward to be charged against the activities of future periods. In this sense 
there is no distinction whatever between expenditure of a so-called capital 
nature (as for the acquisition of buildings or machines) and expenditure of 
a so-called revenue nature (as for payment of wages or maintenance of 
machinery). 

A convenient point at which to recognise and record the receipt of accrual 
of income is the point of sale. 

Owing, however, to the influence of the doctrine that accounting statements 
should be conservative, that is to say that they should not overestimate the 
profits that have been earned (and as a corollary the financial condition of 
the enterprise), these basic rules are in practice almost invariably modified. 

Thus, though according to strict theory stock in trade which has not yet 
been sold should be carried forward in the books as a charge against future 
sales at cost, and cost only, it is customary to carry it forward at a price 
lower than cost in circumstances where it is believed or feared that the 
replacement price has fallen below cost. Hence arises the so-called “Golden 
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Rule” of stock valuation—“cost or market replacement value, whichever is 
the lower.” 

Similarly, although according to the strict theory income is regarded as 
having been derived at the point of sale, it is customary to make a deduction 
from this income (described as provision for doubtful debts) in any case in 
which it is believed or feared that the full sale price will not eventually be 
collected in cash. 

In short, the doctrine of conservatism requires that no profit shall be 
regarded as having been earned until it is practically certain that it will be 
realised in cash, whilst losses should be brought to account immediately 
there is any reasonable ground for expecting that they will be incurred. 

It is important to appreciate that the doctrine of conservatism is not a 
fundamental principle of accounting. Its main objective is the conservation 
of the interests of proprietors; for management purposes, it may serve only 
to obscure the facts and to hinder the presentation of information in such 
a form as to be of maximum use in the measurement and control of efficiency ; 
for taxation and other governmental control purposes, the application of the 
doctrine is not usually permitted. 

This being so, and the influence of taxation and other governmental controls 
at the present time being so strong, it may be that their ultimate effect on 
accounting practices will be to lessen the influence of the doctrine, and to 
strengthen the desire to replace it by greater precision in the estimates of 
results. 

Moreover, it should be remembered that since, as we have seen, . both 
statements of results of operations (as shown in profit and loss statements 
or cost schedules) and statements of financial condition (as shown in balance 
sheets) are based, in part at least, on the application of the doctrine of 
conservatism, they are to that extent subject to differences of opinion. 

The doctrine of conservatism is likely to be more strictly applied by a man 
who is accustomed to think of his glass as being half empty, than by one 
who thinks of it as being half full. 

It may be that the application of the doctrine is wise,—though it has many 
critics amongst accountants overseas, who see in it a hindrance to the proper 
use of accounting for management purposes,—but whether this is so or not, 
at least more should be done to make its implications better understood by 
laymen. In other words, as Mr. Stephen Gilman has said, though accounting 
may not need an apologist, it does need an interpreter.” 

Lest it should be thought that in this attempt at a concise statement of 
modern accounting theory I have over-emphasised the limitations of account- 
ing statements, let me close this part of my lecture by three quotations from 
Mr. G. O. May, of Price Waterhouse & Company, a world authority on 
accounting. 

Speaking of the balance sheet, he says :*: “It should be made clearer to the 
general public that only in part is a balance sheet in the nature of an 
instantaneous picture, and that in part it is merely historical, and in part 
purely conventional.” Of the profit and loss account, he says:* “The 
attributing of income to particular periods of time is at best in a large 
measure arbitrary, and based on conventions. While we accountants recognise 
this fact more fully the longer we practice, it is by no means properly 
appreciated by the general public, and far too much significance is commonly 
attached to figure of income for a particular year or other period.” 

Finally, of the doctrine of conservatism, he says:!° “The simple rule of 

7. S. Gilman: Accounting Concepts of Profit. 

8. Twenty-five Years of Accounting Responsibility, Vol. I, p. 72. 


9. Ibid., p. 58. 
10. Ibid., p. 70. 
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conservatism, under which profits were never anticipated but probable or even 
potential losses were provided for, was satisfactory as long as the interests 
of long-time stockholders only had to be considered. It is not equally 
satisfactory to a management that feels that it may have occasion to trade 
with other companies on the basis of comparative earnings, and it is thought 
by some to be unfair to stockholders who may desire or be compelled to 
realise their holdings.” 


3. AccouNTING PRACTICES AND Economic CONTROLS 


(a) Practices and Controls to be Considered 


It has been shown that accounting statements of results of operations, 
whether expressed in terms of costs and profits on products or in terms of 
activities for periods of time, are in fact merely expressions of opinion and, of 
course, opinions may legitimately differ and are dependent upon the exercise 
of discretion and judgment. 

It remains to consider to what extent economic controls are affected by 
practices commonly used in the preparation of accounting statements and, 
conversely, in what respect and to what extent the operation of economic 
controls has modified or is likely to modify or change accounting practices. 

Of the many and varied controls operating in Australia to-day, three are 
especially closely related to accounting. These are income and profit taxation, 
price control and profit limitation on war contracts. 

Likewise, of the variety of accounting practices in use, three are of particular 
significance in relation to economic controls. These are practices in account- 
ing for stock, cost accounting and accounting for prospective, probable or 
possible future losses. 

We shall be concerned therefore with the interactions of these three 
controls with these three accounting practices. In the space of one short 
lecture it will be possible to deal only with some of the interactions, and then 
only, I fear, in a much less thorough way than they deserve. 

Of the three controls, two are war-time phenomena. The other, income 
taxation, was—so far as Federal income tax is concerned—introduced as a 
war-time measure in 1915. It has been with us ever since, and I think we 
are all agreed that it may now be regarded as a permanent, if unwelcome, 
guest. Its influence has, of course, been enormously increased by the steep 
rise in rates during the war, but that, too, must unfortunately be accepted as 
a more or less permanent feature of the remainder of the life of this generation 
at least. 

Price control is a new acquaintance, but we are getting to know it quite 
well, and we should remember that on our first introduction to it by the then 
Prime Minister, he promised (opponents of government controls please note 
that the word was “promised,” not “threatened”) that it would remain with 
us, for some time at least, in the post-war period. 

Whether the third of the triumvirate—profit limitation on war contracts— 
is to continue into the post-war period is much less certain, but it is not 
beyond the bounds of possibility that a similar device may continue to be 
used for many years to come in relation to other contracts. 

So the effects of these controls on accounting practices will probably be 
felt for a much longer time than their origins would have led us to expect. 


(b) Effects of Practices on Controls 


Of the effects of the accounting practices in question on the three controls 
we may make a generalization. Though the effective operation of the controls 
would not be possible without adequate accounting records, the tentative 
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nature of the results disclosed by the application of the conventions of account- 
ing renders them unsuitable for acceptance, without modification, for the 
purposes of the controls. 

Thus, for example, the “net profit” of a business for a year, arrived at by 
customary accounting processes, is not accepted as determining the income 
which is to be taxed. To do so would leave too much room for difference of 
opinion between taxpayer and tax commissioner. So we have the necessarily 
elaborate provisions of the Income Tax Acts indicating, as to some items 
in general terms, as to others specifically, how taxable income is to be deter- 
mined. On a strict construction of the language of these Acts, most of the 
accounting practices used in the calculation of yearly profits would be discarded 
and income would be determined by deducting from the gross taxable income 
derived during a year the allowable deductions incurred in that year. It is 
true that the Acts are not so strictly construed and that, to some extent, 
accepted accounting practices are applied, as when expenditure incurred in 
one year is allowed, wholly or in part, as a deduction from the gross income 
of a subsequent year. But there are other instances, as, for example, in 
connection with valuations of trading stock or provisions for depreciation, in 
which the discretion permitted by accounting conventions is replaced for 
taxation purposes by precise rules. 

Nor are all the discretions which the accountant may exercise in deter- 
mining costs or profits for ordinary accounting purposes permitted for the 
purposes of price control or profit limitation. So we have the prescription 
by the Prices Commissioner of certain bases only upon which stock may be 
valued for price control purposes, and the promulgation by the Ministry of 
Munitions of standard conditions to be applied in determining cost of certain 
kinds of war contracts as a basis for limiting profits on such contracts. 

On the other hand, the influence of the controls on accounting practices 
is much more complex and likely to be much more potent. It will be 
desirable to consider these in detail rather than in general terms. 


(c) Effects of Controls on Practices in Accounting for Stocks 


We begin with the valuation of stocks. Here it is necessary first to notice 
a changing outlook on the part of accountants, evident overseas for many 
years before the war and gradually becoming noticeable in Australia. 

For a very long time, the invariable practice in accounting for stock was 
the method of periodical physical inventory and valuation. At the close of a 
financial period the stock unsold or unused was counted, measured or weighed 
and valued by the application of the formula, “cost or market replacement 
. price whichever is the lower.” It was then assumed that, of the total cost of 
the stock acquired, the remainder after deducting the value of the stock still 
on hand had been sold or used and was accordingly to be charged against 
the profit for the period. 

This method had two major defects. It did not properly account for the 
stock tlandled, since part of that which was charged as a cost of the operations 
for the period might in fact have been lost or stolen... And, secondly, except 
in the simplest cases, insurmountable difficulties arose in the definition of 
“cost” and “market replacement price.” 

It was beginning to be realised before the war that adequate accounting 
for stock necessitated the keeping of detailed continuous inventories of stock 
to show the movements in and out of stock, so that stock actually used or sold 
could be charged against cost of operations at actual cost, and that any 
difference between the stock which should remain on hand and that actually 
found to be on hand at the end of the period (whether arising from loss of 
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physical quantity or reduction in value) could be charged as a loss (as distinct 
from a cost). 

It will be noticed that this change in outlook was symptomatic of the 
changing emphasis in the relative importance of the balance sheet and the 
profit and loss statement. Under the older method the emphasis was on 
valuation of the asset for balance sheet purposes, the cost to be charged to 
profit and loss being, as it were, a by-product of this process. Under the 
new method, the emphasis was on determination of cost of goods sold or 
used; the by-product was the balance sheet value of unsold goods. 

But this was not the complete solution of the problem of valuation of 
stocks, whether for cost purposes or for balance sheet purposes. Cost of 
goods used or sold had still to be determined and there were several possible 
bases for its determination. 

These were: 

(a) Identified costs—by which units of goods used were physically identi- 

fied with particular sales or uses. 

(b) First-in-first-out—by which the oldest book values were charged 
against the earliest sales or uses. 

(c) Average cost—by which stock sold or used was charged at a weighted 
average cost obtained by dividing total acquisition cost by total volume 
acquired. 

Base stock method—by which a stated minimum quantity of stock 
was priced at a constant reasonably low figure and any excess over 
that quantity was priced at current costs. 

(e) Standard costs—by which stock used or sold was charged at a constant 
standard cost and any difference between this cost and actual cost was 
periodically written off. 

(f) Last-in-first-out—by which the costs of the most recent acquisitions 
were charged against the most recent sales or uses. 


In most cases in which there were substantial fluctuations in the costs of 
goods acquired from time to time, the yearly profit arrived at by accounting 
processes was greatly affected by the method of valuation selected. More- 
over, in periods of either rising or falling prices, or in periods when a switch 
was made from one method of valuation to another, there was considerable 
risk of distortion of the profit figure, either from deliberate intent or other- 
wise. 

When accounting was mainly concerned with the interests of long-term 
proprietors, the selection of the appropriate method was guided mainly by 
conservatism. - Stock unsold was valued at a figure which represented the 
most conservative view of cost, and, if replacement price had fallen below 
that cost, at a lower figure still. Safety in balance sheet valuation and in 
the “net profit” figure was the guiding motive. 

When accounting for management purposes became more concerned with 
precision than with conservatism, the selection of the appropriate base for 
valuation was not so simple. 

Consequently for many years in U.S.A., where accounting for management 
purposes has reached its highest development, stock valuation problems have 
been receiving very close consideration. So important has the question 
become that it is the accepted practice (insisted upon by the New York 
Stock Exchange and the Securities Exchange Commission) for public corpora- 
tions to state precisely in their annual reports to shareholders which particular 
method has been used and, where changes in method have occurred during a 

11. For an excellent summary of methods of stock valuations and comments on the applicability 


of the various methods to particular conditions, see Martin A. Moore: “Inventory Valuation in a 
War Economy”: 1942 Year Book of the National Association of Cost Accountants. 
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year, what has been the precise effect of the change on the disclosed profit 
figure.!2 

It may be that still greater interest will be taken in the question as the 
social outlook of accountants widens. 

Relatively little interest has been taken in the question in Australia, though 
there is no reason to believe that the problem is any less important here than 
in U.S.A. Here accounting practices have continued almost invariably to 
be dominated by the view that the accountant’s function is to ensure safety 
rather than precision in accounts. It is not unfair then to say that, so far 
as accounting for stock is concerned, Australian accountancy is still in the 
“horse and buggy” age. 

A simple, but illuminating, hypothetical illustration by’ Mr. G. O. May of 
the importance of methods of stock valuations is too good to miss.4% He 
poses the case of one of the unemployed who joined the apple-selling rush 
in 1931. This was his experience: 


Bought Sold On Hand 
Ist day . . 2 crates @ $2.00—$4.00 crate @ $5.00—$5.00 1 crate 
2nd day . . 1 crate @ $2.25—$2.25 crate @ $5.50—$5,50 1 crate 
3rd day . . 1 crate @ $2.00—$2.00 crate @ $4.50—$4.50 1 crate 
4th day . . crate @ $4.00—$4.00 


Total Cost . . . $8.25 Total Income . $19.00 


The purchase price having fallen to $1.75 a crate at the end of the third 
day, he sold the remaining crate and then quit the business, finding there was 
nothing in it, and having passed through a typical business experience—a 
period of rising prices followed by a recession. 

To determine his profit for the four days was a mere matter of arithmetic— 
no accounting problem involved. Total income $19.00, total cost $8.25, profit 
$10.75. 

To determine his profit for each day, however, is a very different matter; 
there are real accounting problems here. 

This is how it works out: 

First Second Third Fourth 
day day day day Total 
fT ee eee $5.50 $4.50 $4.00 
Cost on the first-in-first-out basis $2.00 $2.00 $2.25 $2.00 
DUE tek. cada “ng ae Ca ek oe $3.50 $2.25 $2.00 
DD t0: sé! sa. cs seselen ae a | $5.50 $4.50 $4.00 
Cost on the average cost basis .. 2.00 $2.12 $2.06 $2.07 
NT ca sa ah ak we ee He oe oe. $3.38 $2.44 $1.93 
ee $5.50 $4.50 $4.00 
Cost on the basis of valuing stock 
at cost or replacement price 
whichever is the lower .. .. $2.00 $2.00 $2.50 $1.75 
eee $3.50 $2.00 $2.25 
CO eee eee ee $5.50 $4.50 $4.00 
Cost on the base stock method 
(Stock valued at $2.00 through- 
pa ee ae $2.25 $2.00 $2.00 
SD be bs. 50 de es 50 ee Oe $3.25 $2.50 $2.00 


It so happens that in this case the application of the last-in-first-out method 
would have produced the same results as the first-in-first-out method, but 
that would by no means always be so. Hence it is clear that, though the 


rticularly the examples quoted by Martin A. Moore, “Wartime Inventory Problems”: 
1942 Wacn "ee "Book. Contrast the customary practice in Australia of stating merely that 
stock has been valued at cost or less, with no pretence at definition of cost. 
18. G. O. May: Twenty-five Years of Accounting Responsibility, Vol. I, pp. 84 and f. 
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total profit is the same by whatever method used, there are at least four 
different solutions to the accounting problem of time allocations. 

Now, in what ways are accounting practices in regard to this question of 
accounting for Stock affected or likely to be affected by the controls in 
question ? 

Let us first examine the requirements of the three government agencies 
concerned. 

The Federal Income Tax Act provides—by section 28—that: 

“(1) Where a taxpayer carries on any business, the value, ascertained 
under this subdivision, of all trading stock on hand at the beginning 
of the year of income and of all trading stock on hand at the end of 
that year shall be taken into account in ascertaining whether or not 
the taxpayer has a taxable income. 

(2) Where the value of all trading stock on hand at the end of the year 
of income exceeds the value of all trading stock on hand at the 
beginning of that year, the assessable income of the taxpayer shall 
include the amount of the excess. 

(3) Where the value of all trading stock on hand at the beginning of the 
year of income exceeds the value of all trading stock on hand at the 
end of that year, the amount of the excess shall be an allowable 
deduction.” 

This, it will be noticed, is the balance sheet approach. The difference 
between the value of the stock at the beginning and the end of the year is 
added to or subtracted from the gross income, but the underlying concept is 
the valuation of the unsold stock, not the direct ascertainment of the cost of 
the stock sold. As to the basis of valuation, section 31 provides: 

“The value of each article of trading stock (not being live stock) to 
be taken into account at the end of the year of income shall be, at the 
option of the taxpayer, its cost price or market selling value or the 
price at which it can be replaced.” 

This is the so-called “golden rule” of stock valuation, with one of its fangs 
drawn. The limiting effect of the conservative doctrine is alleviated by the 
inclusion amongst the options of the right to value at market selling value. 

But, presumably, since there is a prima facie case for taking the most 
conservative view permissible as to one’s taxable income in making returns, 
the section results in most cases in the use of the “cost or market replace- 
ment” rule for tax purposes. 

For price control purposes, the standpoint on the questions both of method 
of accounting and basis of valuation is quite different. In the first place the 
National Security (Prices) Regulations require traders to keep detailed 
stock and cost records and original documents supporting them. This 
requirement is said to be less widely known than it should be. It is, of course, 
an indispensable feature of any system of price control. But, in addition, it 
is of particular significance in connection with the subject matter of this 
lecture. 

Modern accounting thought stresses the need for at least as careful 
accounting for stock movements as for cash transactions. Though the Prices 
Regulations do not prescribe the manner in which financial accounts are to 
be kept and do not compel the use of detailed stock records as a basis for 
entries in the financial accounts, it may be hoped that the requirement that 
such records must be kept may have a most beneficial effect on account- 


14. Note that trading stock, by sec. 6, includes anything produced, manufactured, acquired or 
purchased for purposes of manufacture, sale or exchange, and so covers raw materials, work- 
in-progress and finished goods. 

As to the difficulties in defining cost of manufacture and in particular the treatment of 
manufacturing expense, see J. A. L. Gunn: Commonwealth Income Taz Law and Practice [391]. 
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ing practices. Since detailed stock records must be kept, why not use them— 
as they are commonly used in U.S.A.—in order to replace the old-fashioned 
and, to all intents and purposes, useless trading account by a Cost of Goods 
Sold account which will give an effective accounting control over stock 
moyements? It should be a relatively simple matter to reconcile this treat- 
ment of stock with the requirements of the Income Tax Act. 

So far also as the basis of valuation of stocks is concerned, the Price 
Control outlook is fundamentally consistent with the most modern accounting 
practice in that it concentrates attention on the ascertainment of cost of 
goods sold rather than on the valuation of goods unsold. 

The viewpoint of the Prices administration is that, for the purpose of their 
financial accounts, traders may value stocks in the manner which suits them 
and their auditors best, provided that they inform the Commissioner of the 
method adopted. This information is required so that the Commissioner’s 
officers may make the necessary adjustments to the financial accounts in order 
to enable them to use those accounts as a method of detecting breaches of 
the Prices Regulations. 

But the direct method of policing the control is the examination of Stock 
and Cost records and their comparison with selling prices in order to deter- 
mine the profit margins obtained on sales of individual units of commodities. 

The costing of goods sold may, at the option of the trader, be on the 
basis of : 

(a) Identified costs; or 
(b) First-in-first-out cost; or 
(c) Weighted average costs. 

The use of market replacement cost, or the last-in-first-out or the base- 
stock methods have not been encouraged and have not been permitted in 
cases where the result would be an unwarranted increase in selling price. 
But, as already noticed, there is nothing in the Prices Regulations or in their 
administration to prevent the use of such methods in the trader’s financial 
accounts. 

Profit limitation on war contracts in Australia is effected in two main ways. 
Some contracts are let on a cost plus profit basis, others at a firm price, 
subject to revision of the profit margin after examination of the cost records. 
For the guidance of contractors and cost investigators, a set of Standard 
Conditions Applicable to Contracts on a Cost plus Profit Basis has been 
formulated and these standard conditions are applied to cost investigations 
of both kinds of contracts. 

The question of accuunting for stock arises under these standard conditions 
in connection with the price at which direct materials are to be charged to 
Costs of a contract. 

Direct material cost is defined as: 

“the cost of the materials or substances from which the product is 
made, provided that such can be identified unmistakably and con- 
veniently with the product or process. Cost shall mean: 

(1) In the case of materials taken from the contractor’s stock— 
market price on the date when the contract was made. Provided 
that subsidiary materials, for which it is not practicable to make 
provision at the time the contract is made (including aids to 
manufacture) may be charged at the current market price at the 
time of issue. 

(2) In the case of materials purchased during the currency of the 
contract for the purposes of the contract—cost to the contractor.” 


The method of accounting thus envisaged is—as would be expected in 
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a description of cost accounting method—the modern method of costing 
materials used and not the method of valuing materials unused. 

The basis of valuation is a modification of the market replacement base— 
replacement price being determined in effect as at the date of contracting 
or subsequent purchase for the specific purposes of the contract, whether that 
price .be greater or less than the purchase price of goods used ex the 
contractor’s stock. 

Summarising the relationship of the three controls to accounting for stock, 
two—Prices Control and Profit Limitation on War Contracts—encourage 
and promote the use of the most modern methods of recording, whilst one— 
Income Taxation—tends to encourage the perpetuation of an accounting 
practice which is out of touch with modern requirements; one—Profit 
Limitation on War Contracts—tends towards an encouragement of the 
last-in-first-out basis of valuation; one—Prices Control—whilst it does not 
encourage the use of last-in-first-out, leaves the door open for the use of 
that basis or several other bases; and one—Income Taxation—adheres in 
practice to the conventional “cost or market replacement” basis but makes 
little attempt to deal with the problem of definition of cost. 

It may be expected that the emphasis placed on stock accounting methods 
by the newer controls will lead to a more careful examination of conventional 
accounting practices, and it is perhaps not too much to hope that in due 
course, as accounting practices in Australia are improved, the provisions of 
the Taxation Acts may also be revised to bring them into line.’ 


(d) Effects of Controls on Cost Accounting Practices 


Turning now to the effects of economic controls on cost accounting prac- 
tices, time limitations will preclude anything but the most meagre treatment 
of a topic which might by itself provide the material for months of research. 

In the first place,*the ultimate effect of the new controls should be a 


tremendous impulse to the study and practice of cost accounting—a phase 
of accounting which has in the past been sadly neglected in this country. It 
may be that this will be the main effect, to stimulate the use of cost accounting 
rather than to change existing cost accounting practices. 

Certain aspects of Price Control involve the keeping of cost records over 
a wide range of manufacturing industry, and the proportion of Australian 
factories now engaged to a substantial degree on war contracts is high. Many 
of these manufacturing industries have made their first contacts with cost 
accounting because of war-time necessities. Some of them at least will 
doubtless have discovered how useful it can be for management, and will 
continue to use it whether the controls are lifted or not in the post-war 
period. 

On the other hand many accountants are gaining valuable experience in 
cost analysis, both in the factories and on the cost investigation staffs of the 
Government departments. 

When the cost investigators return to industry after the war the wider 
experience and broader vision which they have gained during their war-time 
activities will be of inestimable value to industry. May we not then look 
forward to a state of affairs which will be something new in Australian 
accountancy, viz., that the need for and usefulness of cost accounting will 
be generally recognised and the supply of trained cost accountants will be 
adequate or nearly adequate to meet the demand? 

So far as the effects on existing cost accounting practices are concerned, 
there have been some developments which are desirable and some which are 
not. 


15. For an interesting commentary on the relationship of taxes to stock valuation methods in 
U.S.A., see William J. Casey: “Interrelation of Taxes—Costs—Profits,” 1942 N.A.C.A. Year Book. 
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One undesirable development is the emphasis that has been placed on 
retrospective cost accounting methods and the use of cost accounting for 
price determination. This is not the most satisfactory objective of cost 
accounting, which fulfils its highest function only when it is used as a means 
of controlling cost and increasing efficiency. The greatest potentialities in 
this direction are in the development of standard cost systems. 

A recent research study by the Research and Technical Service Department 
of the National Association of Cost Accountants in U.S.A.1® showed a distinct 
tendency towards the substitution of job or process cost systems for standard 
costs or the addition of job and process costs to the methods previously in use. 

The standard conditions applicable to contracts on a cost plus profit basis 
used in Australia specifically provide for the keeping of job costs for all such 
contracts. It is to be hoped that these developments will not lead to any 
interruption in the evolution of cost accounting, which before the war showed 
a decided trend towards a more general adoption of standard cost methods. 

A more satisfactory development is the impetus which has been given to 
the study of the incidence of indirect costs and the more scientific analysis of 
expense rates. The Research Department of the N.A.C.A. has detected a 
growing practice of segregating various types of indirect costs and applying 
them on a basis different from that used for departmental overhead. It 
welcomes this development as offering “promise of more accurate cost 
accounting,” since the practice in the past has generally been to spread all 
indirect costs in proportion to either time or direct labour cost, and it is clear 
that many indirect costs do not, in fact, vary in proportion to either. 

It notes, however, with some disapproval, a tendency further to complicate 
cost accounting terminology by the use of the expression “apportioned direct 
charges,” which is a rather bad example of contradiction in terms.!7 

Against this net gain in the more careful analysis of expense, the depart- 
ment draws attention to the fact that, placed “in the unenviable position 
of being forced to forecast the future in order to account for the present,” 
the industrial accountant must rely on judgment and experience tempered by 
conservatism. Thus he faces a dilemma, one horn of which is the need for 
conservatism, and the other the rigidity of tax regulations and the conditions 
of war contracts. 





(e) Effects of Controls on Practices in Accounting for Prospective 
Losses 
The last of the three accounting practices to be considered is the practice 
followed in accounting for prospective, probable or possible future losses or 
outgoings. 

The well established accounting convention is that, in determining the 
so-called “net profit” of a business for a year (or other financial period) 
provision should be made for all foreseeable and measureable losses or out- 
goings arising out of the operation of the business for that financial period. 

Thus though, as we have seen, credit is taken for profit on the sale of 
goods at the time when the sale is effected, it is considered bad accounting 
not to calculate and provide for the possible future loss which may be 
incurred through failure to collect the proceeds of the sale. So a Provision 
for Doubtful Debts Account is set up, by charging the amount of the expected 
loss to Profit and Loss and deducting it from the Book Debts shown in the 
balance sheet. Similarly it is considered bad accounting not to provide for 
the liability for income tax on the taxable income of the year. In this case, 


16. “Practice in Accounting for Continuing Expenditures arising from War-time Production,” 


N.A.C.A. Bulletin, Vol. XXIV, No. 15, April 1, 1943. 
17. “Practice in Depreciating and Amortizing Investment in Machinery and Equipment,” 


N.A.C.A. Bulletin, Vol. XXIV, No. 17, May 1, 1943. 
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however, the best practice is to treat the expected future outgoing not as a 
charge to Profit and Loss Account but as a deduction from the accumulated 
profits shown in the Profit and Loss Appropriation Account. In the balance 
sheet it appears as a liability. 

The influence of the doctrine of conservatism on accounting practices is 
here very strong. A cautious view is taken of these prospective losses or 
outgoings, and it is thought to be a cardinal accounting sin to underestimate 
them. Obviously there is room for honest difference of opinion as to the 
amounts involved and sometimes advantage is taken of this fact by company 
directors to create secret reserves by providing larger amounts than can 
reasonably be said to be necessary. The arguments which are usually used 
to excuse this course are based upon the desirability of having something in 
reserve; the necessity for secrecy is generally (but rarely justifiably) taken 
for granted. 

So, apart altogether from questions of valuation of stocks or of calculation 
of depreciation, the amount which with a great show of preciseness we 
describe as the “net profit” for a financial period is not after all a verifiable 
fact, but to a material extent an opinion. If it is to the interest of the 
person forming the opinion to show a low net profit figure he may do so 
simply by deliberately taking the pessimistic view. 

It is important to remember that this is so and that the yearly net profit 
figures arrived at by accepted accounting practices are tentative only and are 
more often than not biassed on the side of conservatism. 

Once these “net profits” are determined they are carried from the Profit 
and Loss Account to the Profit and Loss Appropriation Account, the purpose 
of which is to show what is done with them. 

One of fhe ways in which profits may be dealt with is to retain them so 
as to provide a means of meeting future losses which at the moment are 
either not foreseeable or not measurable. When this is done, the profits 
so retained are often transferred from the Profit and Loss Appropriation 
Account to Reserve Account.!® 

It is important also to realise that these accounting practices are based, 
not upon any principle, but upon convention which has as its main objective 
protection of the interests of proprietors rather than provision of useful 
information to managers or Government departments. Needs of managers 
and Government departments are generally met by accounting reports other 
than annual profit and loss statements. 

Moreover, the distinction between a possible loss which is to be charged 
against profits and a possible loss which is to be taken care of by reserves 
is a distinction founded on expediency rather than on principle. 

The test is whether the loss is foreseeable and measurable or not. But 
there are times when losses can clearly be foreseen though they cannot 
accurately be measured. This is especially evident in times of violent dis- 
location of business activities such as times of war. 

The Research Department of the American Institute of Accountants 
recently made a study of the 1942 reports of 429 industrial companies in 
order to discover how they were dealing with expected losses arising out of 
war-time conditions and post-war contingencies. They discovered that 94 
of these companies had between them made 100 explicit provisions for such 
losses. Of these, 85 had been treated as charges before arriving at net 
profit, and 15 had been treated as charges against accumulated profits.!® 


18. The distinction here drawn between a Provision and a Reserve is by no means universally 
accepted, but is becoming more and more popular in Australia. For a fuller consideration of the 
question, see A. A. Fitzgerald: “Accounting Terminology,” Proceedings of the Australasian 
Congress on Accounting, 1936. 

19. “Current Practice in Accounting for Special War Reserves,” The Journal of Accountancy, 
fom, 1942. See also Business Reserves for Post-War Survival: National Planning Association, 

pter III. 
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The Committee on Accounting Procedure of that Institute has also given 
close attention to the problem. It considered it desirable to provide “for all 
foreseeable costs and losses applicable against current revenues, to the extent 
that they can be measured and allocated to fiscal periods with reasonable 
approximation.” But it also thought that even if the future losses are neither 
foreseeable nor measurable “the utilitarian concept of accounting should 
prompt accountants and others to encourage the establishment of special 
reserves for costs and losses arising out of the war.”?° 

Causes of such costs and losses may be various, including accelerated 
depreciation or obsolescence, deferred maintenance and repairs, post-war 
reconversion costs, losses on trading stocks, raw materials, etc., and excess 
capacity resulting from war-time expansion of plants. 

The interesting (and, to the orthodox accountant, doubless revolutionary) 
suggestion was made by the committee that during the period whilst these 
special reserves are being set up or later drawn upon, the use of the term 
“net income” (in Australian parlance, “net profit”) should be discontinued, 
and that in its place should be used the expression “amount of income (profit) 
transferred to earned surplus (appropriation account).” 

The suggestion has the great merit of avoiding the air of certainty and 
preciseness which the term “net profit” connotes and which is surely not 
warranted in war-time conditions, whatever may be thought of it in more 
stable times. 

In Australia there has so far been little sign of any tendency to develop 
the use of special war-time reserves or to consider any modification _of 
conventional phraseology. Of the 1942 balance sheets of approximately. 250 
companies listed on the Melbourne Stock Exchange, only four made any 
explicit mention of reserves or provisions arising from war-time conditions. 
Three of these related to accelerated depreciation and the other to deferred 
maintenance. 

But the existence of the need for such reserves has been recognised in 
several recent chairmen’s speeches and it may be that the 1943 balance sheets 
will tell a different story. 

There is, however, a feature of Australian company taxation which may 
lead to even more drastic effects on accounting practice than a mere change 
in terminology. That is the tax on the undistributed profit of proprietary 
companies. 

The general principle of the Federal Income Tax Act is that income is 
taxed in the hands of the ultimate recipient. To meet the possibility that 
tax might be avoided by company shareholders by companies refraining from 
distributing profits, there is an elaborate set of provisions for the taxation 
of income in the hands of companies, including a tax on the undistributed 
profits of proprietary companies. The amount of tax is determined by 
calculating the additional tax that would have been payable by the share- 
holders had the taxable income of the company been fully distributed to those 
shareholders. 

Once this tax has been paid, in effect the company has paid the share- 
holders’ tax. If subsequently the income which has been so taxed is dis- 
tributed to shareholders it should not be taxed again in the shareholders’ 
hands. To avoid such double taxation, however, it is necessary to establish 
the fact that the dividends so distributed are in fact paid out of the income 
which has been so taxed. 

My friend Mr. J. A. L. Gunn, for whose knowledge of income tax matters 
I, and I am sure everyone else here, have the utmost respect, tells me that 
he has reached the conclusion that the only safe course to adopt in order to 

20. Accounting Research Bulletin, No. 13: American Institute of Accountants, January, 1942. 
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avoid ‘louble taxation is to keep the Profit and Loss Account strictly in line 
with the distributable income for taxation purposes. Hence deductions which 
are noi allowable under the Income Tax Act (such as provisions for doubtful 
debts and provisions for depreciation in excess of those allowed by the Income 
Tax Commissioner) should not be charged to Profit and Loss Account or 
even ty Profit and Loss Appropriation Account. This most people would 
regard as bad accounting. I am not so sure on that point. It depends on 
the purpose of the accounting and it is not beyond the bounds of possibility 
that, the influence of taxation being as strong as it is, tax considerations may 
come to exercise as dominating an influence on accounting practice as the 
doctrine of conservatism has hitherto done. 

If necessary, the desire for conservatism could be satisfied by using foot- 
notes to the accounts or qualifications in auditors’ and directors’ reports 
without actual incorporation of the provisions in the accounts themselves. 

My time is up, and I must conclude. Perhaps I have tried to cover too 
wide a field and have not been able to deal adequately with any of the 
aspects of the subject which I have tried to open up. I have been anxious, 
in this first lecture in what I hope will become an increasingly important 
agency for research in accounting, to lay as broad a foundation as I could 
for others to build upon. I hope that what I have had to say will at least 
have indicated the urgency of the need for accounting research in Australia, 
and will have suggested some of the avenues along which research might 
profitably proceed. 

In any event, I thank you for a patient hearing. 





Some Concepts of Cost Accounting 


By Fruicut-LieuTenant H. F. Fox, R.A.F.V.R., A.C.A.A., 
A.R.A.N.Z., A.A.LS. 


What is cost accounting? It should be unnecessary to address this question 
to accountants or other business executives, yet it is a regrettable fact that 
even some persons who refer to themselves as cost accountants apply the 
most restricted definition to the term. To these people cost accounting is 
nothing more than ascertaining the cost of producing an article, of completing 
a project, or of providing a service. To them it consists of the aggregation 
of direct labour and material costs into an account or on to a job cost sheet, 
and of adding a figure for overhead expense. They then swell out their 
chests and proudly announce that the job has cost so many pounds, shillings 
and pence, and that a certain figure must be charged if a pre-determined 
rate of profit is to be returned. That is all the use they make of the cost 
sheets, unless perhaps the figures are used, where applicable, to assist in the 
preparation of quotations. 

But should this be all? Definitely no! “Cost accounting can be an invaluable 
aid to management, and cost finding becomes only a section of the cost 
accountant’s task. Castenholtz, in chapter 1 of his Cost Accounting Pro- 
cedure, writes: 

“The ultimate aim of all cost accounting is not merely to determine the 
cost of manufacturing, the selling cost, or any of the score or more of costs 
included in the manufacture and sale of a product, but, rather, to first 
ascertain accurately each and every cost involved, and then to use these 
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figures intelligently for the successful management of a business. Any 
attempt to make a cost system function profitably without serving this two-fold 
purpose is little short of waste of time, energy, and money. 

“To be sure, a factory cost system, if it serves no other purpose than to 
reveal the cost of manufacture, may be of some value. The mere knowledge, 
however, of what ft costs to produce an article, without using this knowledge 
to reduce or control production costs, not only devitalises a cost system of its 
main function—cost control and cost reduction—but leaves little, if any, 
justification for its existence. 

“Tt is evident, then, that it is the uses to which a cost system is put, and not 
the mere fact that it uncovers the cost of production, which determines its 
value. In the last analysis, properly assembled cost figures are the indexes 
of management or mismanagement and guide-posts to chart the way for more 
efficient production methods. But such cost figures cannot serve this important 
purpose unless the factory executive reads between the lines of his cost 
reports and translates his cost figures into terms of better management 
methods.” ; 

Those cost accountants who regard their work as completed as soon as they 
have calculated the cost of production probably experience rather a sick 
feeling if competition or other external factors make it impracticable to sell 
at the figures which their accounts indicate. The management, however, 
probably. feels even sicker, and would be well advised to consider whether it 
can aftord to continue being without the assistance which “live” cost account- 
ing is able to provide. 

Tell a captain to steer his ship for the United States of America, but deny 
him a chart and instruments. He might reach there with a modicum of luck, 
but it is most unlikely that he will arrive at a good harbour. The whole 
idea is preposterous, and yet some directors and managers endeavour to 
paddle across the ocean of commerce with equally as little to guide them. 
But the fault generally is not theirs. Most managements are thirsting for 
this help; the fault lies with the accountants who should have provided it. 


OBJECTIVES 


If the cost accounts are to be of the greatest possible use to the management, 
the cost accountant must aim at the following objectives: 


(a) The extraction of figures showing costs of producing each article or 
providing each service, detailing the various factors which combine to 
make up the total costs. Cost accounts, even in their most elemental 
form, provide this information, although there is variation in the extent 
to which details are available. This information may be used as a 
guide to management in the fixing of prices or variations in quality, 
though certain external elements must also be taken into account. 
Among these are the market prices of competitive or alternative 
commodities, the effect which price alteration or quality variation is 
likely to have on demand and the resulting variation in the volume of 
bad debts, and the degree of governmental control. 


The disclosure of channels in which unduly high or unusually light 
expenditure is occurring. This information can be of vital importance. 
It can indicate instances of wastage through extravagance, ignorance, 
or carelessness; it can point to defalcation or theft; or it may lead to 
the knowledge that a variation has occurred in the quality of the 


1. The emphasis is the author’s. 
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product. It may lead to discoveries of stock defalcations? effected 
through the simple expedient of adulterating the product or short- 
weighing the packages. These are living facts, all of which can be 
understood by the management, and appropriate action can frequently 
be taken before the position has assumed too large proportions. 

The provision of reliable forecasis. Forecasting was anathema to the 
previous generation of accountants; it still is to many. Accountants 
are nurtured on a doctrine of conservatism, and it cannot be denied 
that this principle finds a very sound place in ordinary financial 
accounting. Financial accounting (or “proprietorship accounting” as 
it is sometimes called) deals with the past. A wise management, 
however, plans ahead, and in this planning the cost accountant can be 
of inestimable assistance. The directors may, for example, contemplate 
a 20 per cent. increase in the production of a particular line. “What 
effect,” they want to know, “is this likely to have on the cost per 
article?” And there are many other questions which they will ask 
a cost accountant who knows his job. 

The disclosure of cost and profit trends. The wealth of information 
available to the cost accountant from his records should be capable 
of interpretation into trends of costs and profits. The knowledge of 
these trends (along with other knowWn factors) should assist the 
management in deciding whether production of any particular line 
should be increased, retarded, or stopped completely. By this means 
increased profits may be earned or losses avoided. 

The production of guides to efficiency of management. Apart from the 
features already discussed (all of which are reflected in the expression 
“efficiency of management”), the cost accounts can be used to measure 
efficiency of management along specific channels. They can, for 
example, disclose an excessive burden of administrative overhead, 
excessive tying up of capital in plant, raw materials, or finished goods, 
and the measure of efficiency in the general financing of the enterprise. 


THE Scope or Cost ACCOUNTING 


The cost of operating a commercial enterprise can be viewed from a 
number of angles. Cost of production or operation is one of these, and its 
importance cannot be denied. It is the angle from which even the least 
imaginative will look. Unfortunately, many cost accountants have confined 
themselves almost exclusively to this angle—the operations of the factory— 
and have almost disregarded other important facets. But everything which 
happens in a business can be related to pounds, shillings and penre, i.e., to 
costs, and consequently should be of interest to the cost accountant. 

Every time a machine is started, every time a sale is made, every time an 
account is collected—one could continue this list almost ad infinitum—every 
time one of these thousands of events occurs an expense is either incurred, 
avoided, or varied. Surely, then, the management should know something 
about at least the most important of them. 

What, for instance, is the cost of holding a product from the time of 

2. This procedure, though comparatively trifling in each individual package, can assume 
appreciable proportions in a very short period unless adequate steps are taken to guard arainst it. 
The average housewife would not notice a quarter of an ounce short-weight in a half-pound packet 
of tea, nor would she realise that perfume had been diluted by adding 5 per cent. of water or 
some other inexpensive liquid. But if a tea blender issues instructions for packing a ton of tea 
per day into half-pound packets, and each pac«et is a quarter of an ounce short-weight, the 
packer will have 350 pounds left over at the end of a five-day week, and this, at say two shillings 
per pound, would bring in £35 to the packer. Similarly, if a manufacturing chemirt fills 500 
bottles of perfume daily, each at a total cost of five shillings, the filler will have 125 bottles of 
scent left over at the end of a five-day week if he has diluted the strength by 5 per cent. These 
are worth £31/5/-. 
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completion until delivery? Is the rate of stock turnover unduly protracted? 
Could economies be effected by a change in the stock-holding policy or by 
variations in the rate of production or sales? Is a special sales campaign for 
certain articles desirable? The competent cost accountant can help in 
answering these questions. 

What is it costing to sell an article, and what is the average cost of delivery? 
The answers to these questions may be enlightening. They may show that, 
apart from other factors of cost, it may pay to push the sale of certain lines 
in preference to others, or to restrict sales in certain localities and concentrate 
on other markets. 

Having made the sales, how much does it cost to collect the accounts? 
Examination of well-planned accounts may disclose that the ratio of bad 
debts to total sales is greater in some districts than in others, or that the 
cost of collection in some areas is unduly high. Does the preponderance of 
bad debts or the expense of collection in any locality make a change in the 
sales policy desirable, or would it prove more beneficial to place the collection 
of accounts from some areas in the hands of agents? The cost accounts 
should provide guide-posts to assist the management in deciding these points. 


A PLEA For DEFINITIONS 


The “man in the street” may say that the terms “accountancy” and 
“bookkeeping” are synonymous. “The average business man knows better; 
he realises that bookkeeping is the mechanical* process of recording the 
transactions of an enterprise, and that accountancy is a plane above this. He 
expects his accountant to be a man of initiative, trained in analytical thought, 
and competent to formulate or mould the bookkeeping system so that the 
information produced will be of the greatest possible assistance to the 
business. He expects the accountant to interpret this information, to sort 
the wheat from the chaff, and to present the salient facts shorn of less 
important details which might tend to confuse. He expects the accountant 
to advise him on all matters relating to finance. 

Unfortunately no similar universal distinction exists in the realms of cost 
finding and interpretation. The words “costing” and “cost accounting” are 
regarded as synonyms. Yet there is as wide a difference between cost 
finding and true cost accountancy as there is between the work of book- 
keepers and proprietorship accountants. This lack of distinction appears in 
some cases to have resulted in an under-estimating of the cost accountant’s 
ability and worth, and some cost accountants themselves can be accused of 
allowing the idea to develop unchecked. The work of the average costing 
clerk is frequently as routine as that of most bookkeepers, yet quite a number 
of senior cost clerks refer to themselves as “cost accountants.” 

The cost accountant’s task, however, as has been shown, takes him well 
above the mechanics of job cost sheets; he must notice every pulse beat of 
the business, he must notice and diagnose symptoms at their first appearance, 
and he must make prompt recommendations for the guidance of the manage- 
ment. He must possess all the attributes of the proprietorship accountant 
in an even gréater degree, and certain additional ones as well. 

Surely, then, there is every justification for adopting a standard terminology 
to differentiate between the work of the cost clerk and that of the cost 
accountant. The usage which has already developed of the word “costing” 
renders its employment undesirable in describing only the type of work 
which the cost clerks perform, and the writer suggests the expression “cost- 


$. Here the adjective “‘mechanical” refers to a process which follows a fixed routine; it is 
not restricted to processes handled by machinery. 
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keeping.” The terms “cost accounting” and “cost accountancy” could then 
be restricted to references to the broader activities performed by qualified 
cost accountants. 

STATUTORY RESTRICTIONS 


The idea of definitions might be taken a step further by the passing of a 
statute forbidding all persons to describe themselves as cost accountants 
unless they have qualified for admission to a recognised body of cost 
accountants. Objections might be raised that this would create a “close 
corporation,” but this would not necessarily be so because membership would 
be available to all persons who had acquired the prescribed degree of academic 
knowledge and practical experience, and whose good character was beyond 
dispute. Surely anybody who does not possess these attributes should be 
prohibited from holding himself out as fit to advise on the major problems 
described in this article, though there could be no objection to such a person 
using the designations “cost clerk”’ or “cost-keeper.”” The protection which 
such a restriction would afford to the general public is becoming more vital 
than ever with the development of large joint stock companies, a considerable 
portion of whose capital may consist of the savings of average families. 
Imagine the misery and suffering which can be the lot of these small investors 
if their capital is lost, and this‘may possibly arise from faulty cost accounts 
or errors in their interpretation. 

The laws of most civilised countries at the present time provide protection 
to the public from charlatans who would practise medicine, pharmacy, and 
law, and prohibit persons from offering their services as even plumbers or 
taxi-drivers unless they have proved themselves qualified. Surely the wealth 
of the people and the nation should be protected from the ravages of quackery. 
Is there any logic in the introduction of social security legislation if at the 
same time the wealth of the people whom the legislation seeks to protect can 
be frittered away by the blunderings of quacks and charlatans? 


SENIORITY OF THE Cost ACCOUNTANT 

Consider the analogy of two businesses amalgamating to form a new 
company. If the new company requires the services of the managers or 
accountants of both old businesses, it will naturally offer the senior positions 
to the manager or accountant whom it considers the more qualified. And, 
apart from the important factors of age and personality, it will measure their 
comparative qualifications in accordance with their practical and academic 
experience. 

Academically, cost accounting is a step beyond proprietorship accountancy. 
Large numbers of students complete the ordinary accountancy examinations 
every year; a smaller number proceed on to the cost accounting course, and 
even less complete it. The ordinary accountancy student touches only the 
fringe of cost accounting ; he knows that there is such a subject, but has only 
a vague idea of what it embraces. 

In practice, the true proprietorship accountant busies himself almost exclu- 
sively with transactions which are past and gone, and does not analyse his 
records in a manner which will make them of the greatest use to the 
management. The cost accountant, on the other hand (if he is a real cost 
accountant and not merely a cost calculator) must concern himself with the 
past, present, and future, and will analyse his records so that they will be 
living and vibrant, providing information which is vital to efficient manage- 
ment. The comparison between the degree of practical experience of the 
cost and proprietorship accountants is obvious—the proprietorship accountant 
falls into second place. 
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Why, then, is it customary to find the cost accountant (i.e., the apparently 
more qualified man) junior to his less qualified confrére—the proprietorship 
accountant? The reasons are not difficult to discover. 

Firstly, there is the fact that forms of proprietorship accounting have 
existed for considerably longer than cost accounting. Even the cave men 
found the need for some elementary means of recording personal debts, but 
obviously there could have been little need for cost accounting prior to the 
industrial revolution and the change-over from the domestic to the factory 
system. Cost accounting in its present form is largely a product of the 
twentieth century. The growth of large joint stock companies and the 
fierceness of pre-war competition created a heavy demand for cost accounting. 

Secondly, cost accountancy is a development of proprietorship accountancy. 
(It is not, though, merely an offshoot which calls for a certain specialised 
knowledge along one channel. The efficient cost accountant, as has been 
shown, must know more about accountancy and do more than the ordinary 
accountant. ) 

Thirdly, the law imposes a responsibility for the keeping of proprietorship 
accounts. There is no similar requirement regarding cost accounts. 

Fourthly, it is a regrettable fact that some persons who have called them- 
selves “cost accountants” have lacked in vision, knowledge, and ability. 
Many, in fact, have not qualified even as proprietorship accountants. In 
actual fact they have been merely cost calculators and quite unfitted for 
advancement to the highest executive positions. 

Fifthly (and this is very important), it is to the credit of many proprietor- 
ship accountants that they have made at least some excursions into studies 
of cost accounting and have expanded the scope of their work to embody 
certain cost accounting features. 

Sixthly, until only recent years the accepted principle in most industries 
was for the cost accounts to be entirely distinct from the proprietorship 
accounts, the proprietorship accounts being those which were regarded as 
of prime importance. Periodically an attempt would be made to reconcile 
the cost accounts with the financial records. (Modern thought, on the other 
hand, favours the moulding of the proprietorship records_in such a manner 
that they serve the dual purpose.) 

The first three reasons surely cannot be regarded as logical argument for 
placing the cost accountant junior to the proprietorship accountant; accept- 
ance of such arguments would amount to nothing short of blind conservatism. 
The fourth reason dissolves when it is remembered that genuine cost 
accountants are men skilled in handling the aspects referred to in this article; 
they must not be confused with cost clerks who use this title and who obviously 
must be junior to any qualified accountant. The fifth reason also fades away, 
because the proprietorship accountants mentioned have to at least some 
degree developed into cost accountants. 

Now consider the sixth reason. Modern tendency no longer makes the 
cost accounts secondary to the proprietorship records—the cost accounts now 
generally form part of the ordinary financial records. Who, then, should 
control these composite records? Surely it should be the cost accountant, 
for both his practical experience and academic qualifications have placed him 
in a plane above that of the proprietorship accountant. Nor does it lead to 

maximum efficiency to place proprietorship accounts which are also required 
for cost accounting purposes in the charge of a proprietorship accountant 
who is not also qualified in cost accounting. 

The bogey of definitions now rises again. If the cost accountant is to be 
senior to the proprietorship accountant, is he to be known as the “cost 
accountant”? There are arguments for and against, though the matter is of 
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relatively small importance. The adoption (or retention) of this title would 
involve a change in commercial practice without producing any really beneficial 
result, and it is therefore suggested that the senior accountant should use 
the designation “accountant” or “chief accountant,” but that he should be 
in charge of the proprietorship and cost accounting activities, with perhaps 
an ordinary accountant to assist by being responsible to him for the proprietor- 
ship accounts. This is, in actual fact, the organisation of a number of large 
enterprises at the present time. 





War-time Responsibilities of Business Executives 
By C. L. S. Hewitt, B.coM., A.1.C.A., A.C.A.A. 


National Security (Internal Combustion Engine) Regulations 


The objects of these regulations are to establish an organisation to control 
the importation, production and distribution of internal combustion engines 
during the war, so as to ensure maintenance of supplies and economy in the 
use of resources. A controlling-committee has been established, with powers 
to regulate and restrict the purchase and distribution of engines. 


National Security (Supplementary) Regulations 


Amendment to these regulations provides for the exemption of certain 
goods from the payment of Customs Duty. Principally the amendments 
relate to goods sent or brought to Australia by members of the Defence 
Forces or goods sent to members of the Forces in Australia. 


National Security (Prices) Regulations 

An amendment to these regulations varies the definition of service by 
including any rights under agreements for the hiring of goods, or for the 
provision of lodging. The effect of the amendment is to empower the 
Minister for Trade and Customs to declare any such rights for the purposes 
of the regulations. 


National Security (General) Regulations 


An order made under these regulations provides for the control of the 
production of certain specified building materials. The production of the 
articles is prohibited, except by persons who have been licensed to do so by 
the licensing authority. A licence may be granted, subject to such terms 
and conditions as the authority specifies in the licence. The order is specified 
to apply to such areas as are notified from time to time in the Gazette, as 
being subject to the order. 
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Standardisation in Local Government ‘ 

Although in all the Australian States a very fair measure of success has 
been achieved in regard to standardisation as applied to their own local 
government bodies, nothing has yet been done to bring about uniformity by 
the States as a whole. 

It is therefore of interest to see that Canada has tackled this problem as 
it affects the Provinces into which the Dominion is divided. One of the 
objectives of several Dominion-Provincial conferences on local authority 
statistics that have taken place was the standardisation of their financial 
returns throughout Canada, not only to the public at large but also to the 
Provincial departments of Municipal Affairs or other authorities, which in 
turn would also make possible the procuring of comparable local authority 
statistics on a Provincial basis. 

The forms of schedules for preparing balance sheet information, revenues 
and expenditures and other financial data relating thereto as originally 
prepared in 1940 have been developed with this object in mind and a 
“Manual of Instructions” has now been published to explain the application 
and use of these schedules. This book, which also sets out the forms of 
account themselves, is an official publication of some two hundred pages 
released by the Finance Statistics Branch of the Dominion Bureau of Statistics 
at Ottawa. Applicable to all units of local government in the Provinces, 
provision has also been made in the manual for a breakdown of their statistics 
and activities. This will permit comparisons and consolidations to be made 
of such information on a national scale, including the finances of Dominion, 
Provincial and Municipal Governments. 

An interesting publication subsidiary to the above is Municipal Accounting 
Terminology. The terms defined cover the accounting items generally set 
up by Canadian local government bodies in reporting their financial activities, 
and the booklet is the work of a Committee of Terminology, approved by a 
Dominion-Provincial conference on local authority statistics. 

W. Bruce RaINsrForp. 
National Security Legislation 

We are informed that the Manual of National Security Legislation, 3rd 
edition, may be purchased from the Commonwealth Government Printer, 
Canberra, or Commonwealth Sub-Treasury Accountant in each capital city, 


at 13/6 (plus postage 1/6). 
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